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At American Greetings, our mission is to help people everywhere express their innermost thoughts and feelings,
enhance meaningful relationships and celebrate life's milestones and special occasions. In this year’'s annual
report, we express a passion of our own - for the vision of growth and strategic initiatives that are bringing an
exciting new spirit to our company.




Corporate Profile

Founded in 1906, American Greetings is one of the
world’s largest manufacturers of social expression
products. Along with greeting cards, our product
lines include seasonal gift wrap and boxed cards,
party goods, reading glasses, candies, stationery,
calendars, educational products, balloons and

electronic greetings.
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Fellow Shareholders

Last March, we said fiscal 2003 would continue a period
of stabilization for our Corporaticn, and we're proud
to say we surpassed that goal this year. We not only
delivered on our earnings estimates, but we greatly
improved our financial positicn, exceeded our cash flow
projections, reinvested in the future of our business,
and laid the groundwork fcr an organizational structure
that will serve us well in the years ahead.

With that in mind, let's review our
aperating results and other develop-
ments from the past year:

« 2003 Operating Results »
American Greetings made tremendous
progress in improving its financial
position in 2003. The restructuring
benefits from fiscal 2002, as well as
additional cost-savings programs
implemented this year, enabled us to
achieve net income of $121.1 million
and hit the high end of our earnings
projections at $1.63 per share
assuming dilution.

We also ended the year with $208 million
of cash on the balance sheet, which
is more than double last year’s balance.
Combined cash flow from both oper-
ating and investing activities was $90
million in fiscal 2003, which included
the funding of our previously dis-
closed $143 million corporate-owned
life insurance (COLI) tax liability.

We achieved these results while
investing in our supply chain trans-

formation initiative, which is making
us a more efficient company as we
enter fiscal 2004.

The year presented many challenges
such as a slow retail environment
and continued instability at specific
retailers. We were able to offset
some of these pressures by driving
productivity at many of our other
accounts. In addition, we implementec
organizational efficiencies that offset
the tap line challenges.

« Executive Leadership Changes »
One of the most notable develop-
ments from last year was the com-
pletion of a succession plan* that we
initiated in concert with our board of
directors three years ago. Specifically
we established performance objec-
tives by which Zev Weiss and Jeffrey
Weiss would prove their ability to
assume their new roles. By helping
develop our four strategic initiatives,
by bringing on a very motivated and
talented group of senior vice presi-
dents from among the world’'s most
admired companies, and by achieving
our 2003 financial goals, they not
only demonstrated their leadership
abilities, but have positioned this
company for success going forward.

We are confident that the new
American Greetings team will see us
through this pivotal period in our
history. We lock forward to helping
shape our Corporation’s future, as
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we will both remain very involved in
the business through our positions
on the board of directors.

In closing, we would like to thank
you, our shareholders, for your con-
tinued support of our Corporation.
As we move now into our new roles,
we hope you share our confidence in
the American Greetings of tomorrow.

Sincerely,

°
is3

Morry Weiss

Chairman

James C. Spira
President and
Chief Operating Officer

* Effective June 1, 2003: Morry Weiss (second from left), chairman and chief executive officer since 1992, will relinquish
his role as CEO but will remain chairman of the board. James Spira (far right), president and chief operating officer since
2000, will retire from the Corporation, but will continue to serve as a member of the board of directors and as an advisor
to management. Zev Weiss (far left) will become chief executive officer of American Greetings, and Jeffrey Weiss
{second from right) will become president and chief operating officer. Both will also assume seats on the board. Harry
Stone will become a director emeritus as Zev and Jeffrey move into their new board seats.




Fellow Shareholders

This has been a very exciting year — exciting because
we achieved our plan for fiscal year 2003 and positioned
ourseives for future growth despite many chalienges.
Successfully meeting those challenges is a tribute to the
diligence and hard work of each of our associates. We
want to take this opportunity to thank everyone at
American Greetings who enabled the Corporation to

reach its goals this year.

« Vision for Growth »

Our fiscal 2003 success is evidence
that the strategies we have in place
arz the right ones. In the following
pages you will read about our
“vision for growth.” To make this
vision a reality, we have established
four strategic initiatives. We
launched these initiatives last year,
and they were instrumental in our
success. Going forward, the strategic
initiatives will be the framework for
growing our business. We have set a
course, we are on track, and we are
confident in the road ahead.

« Leadership Transiticns »

We thank two very important people
who have helped blaze the trail of
success here at American Greetings.
Morry Weiss, who will step down as
chief executive officer this year, has
been a guiding force at American
Greetings for 40 years. His leadership
and vision have created a strong
foundation for our growth and a per-
sonal legacy for us to uphold. James
Spira retires as president and chief

operating officer this year after
accomplishing his goals of overseeing
our restructuring, establishing our
strategic vision and helping to form
our new management team. During
the last three years, he has been an
invaluable mentor to us both. It is
with deep appreciation and warmest
regard that we succeed these leaders
in our new roles.

We know that growing the Corporation
will require strong leadership and
dedicated teamwork. That's why we
have added new people in key exec-
utive positions. Drawing on the most
experienced and skilled executive
talent throughout the country, we have
assembled a world-class senior man-
agement team. We are proud of their
accomplishments so far and are con-
fident that they can take American
Greetings to the next level of success.

« Fiscal 2004 Estimates »

The foundation for our growth will
come from the greeting card category
This category is one of the largest in
mass retail. Retailers devote sub-
stantial shelf space to our products
to satisfy consumer demand for
selection, seasonal greetings and
new trends. American Greetings is
the category leader in mass retail
because of our ability to maximize
the benefits of social expression. We
have a dynamic team of more than
16,000 retail merchandisers who visi
our retailers on a daily basis, one of



the world’s finest creative groups, a
heightened focus on the retailer and
consumer, and an increasingly effi-

cient supply chain.

In 2004, we are focusing on delivering
profit growth, improving our return
on assets and generating very strong
cash flow. We will do this while rein-
vesting in the core business and
reducing our outstanding debt.
Specifically, we expect our earnings
per share assuming dilution to be
between $1.60 and $1.65.* Within
these estimates, we expect to rein-
vest up to $35 million in our business
to support our strategic objectives
and ensure our long-term success.

In the first quarter of 2004, we used
our cash balance, which exceeded
$200 million at the end of fiscal 2003,
to pay off $118 million of debt. For
the full year, we expect to generate
more than $150 million of combined
cash flow from both operating and
investing activities.

The task before us is exhilarating.
We appreciate the confidence that our
predecessors have placed in us as well
as the support they have given us.
Those who have a stake in American
Greetings and an interest in our success
can rest assured that our passion for
this business will keep us committed to
meeting their highest expectations.

* Fiscal 2003’s earnings per share results of $1.63 include a $12 million pretax gain on the sale of an investment.

Sincerely,

Zev Weiss
Chief Executive Officer (Elect)

Jeffrey Weiss
President and
Chief Operating Officer (Elect)




supply Chain Transtormation:

A Strategy for Greater Efficiency and Flesxibility

e are on a journey to funda- % Purchasing — As a leader in the

mentally transform our supply
chain in order to improve revenue,
reduce costs and substantially reduce
the time from product concept to retail.

That is the motivation behind our
supply chain initiative (the process
through which we develop, manufac-
ture, distribute and service our prod-
ucts). By building on the improvements
of our fiscal year 2002 restructuring,
we have identified an additional $50
million to $75 million in annual ben-
efits that we expect to realize over
the next two years.

These benefits will come from several
areas, including:

# Manufacturing - We have
more than 15 manufacturing or
distribution facilities that enable
us to manufacture approximately
1.8 billion greeting cards per
year. We are streamlining work-
flows in these facilities and
reducing skus to further speed
responsiveness and lower labor
costs. We plan to cut our current
manufacturing cycle times in half,
which will enable us to provide
fresher products to our retailers
and consumers and grow our
top line.

social expression category, we
have significant scale. We expect
to realize savings through global
sourcing and expanding strategic
supplier partnerships.

Distribution — We are continuing
to consolidate our distribution
network to improve service to
retailers while reducing costs. For
example, at the end of fiscal 2003
we announced the closing of our

Consumer/Customer TC—_
Needs ’ Plan/Cre

McCrory, Ark., distribution facility
and subsequent transfer of that
work to our larger and more
technologically advanced facilities
in Osceola, Ark., and Danville, Ky.

Field service management -
We have a dynamic workforce of
more than 16,000 merchandisers
visiting our retailers. By better
understanding retailer needs, we
can improve service while reduc-
ing costs and supporting future
account growth. Our new model
reduces the number of sales ter-
ritories while actually increasing
the frequency of service calls in
high-volume stores.




% Seasonal & everyday cards -
Increasingly sophisticated market
information will enable us to
improve our in-stock position on
the fastest-turning items, eliminate
nonproductive items, and modify
product assortment in response
to consumer needs.

As part of this transformation, we
are customizing our supply chain to

meet retailer-specific needs. The in fiscal 2003. By making improve-
resulting flexibility, which will meet ments such as these, we expect to
the differentiated approach of our improve our margins, continue to
retailers, is also essential to the exceed retailer needs, strengthen
success of our strategic account our balance sheet and grow our net
management initiative discussed sales, cash flow and profitability.
on page 10.

Along with our other strategic
The transformation of our supply initiatives, the transformation
chain is a multi-year journey. We of our supply chain will be vital
began implementing initial changes to our growth.

Sell >> Source/Make

74

Store/Distribute Merchandise/Order

This chart is a graphic representation of our supply chain, which is a network of organizations, activities and
processes that produce value in the form of products and services to the ultimate consumer.

Seasonal Returns

Cash




Category Innovation:

Leveraging Creativity

Twisted Whiskers

e are shaping the future of the
wvsocial expression category by
leveraging our single greatest core
competence: creativity.

We are combining the strength of one
of the world’s finest creative studios
with an intense focus on consumer
behavior to drive growth in the

core social expression business. By
completely rethinking the consumer
experience, we plan to bring new
perspectives to merchandising, in-
store marketing, retail promotions
and product development.

The first wave of innovation focuses
on our growing lineup of widely
recognized licensed characters. Two
of our classic properties returned to
the retail store shelves, much to the
delight of a new generation of eager
consumers. As 1980s nostalgia became
one of the country’s hottest mer-
chandising trends, we successfully
reintroduced two character properties,
Care Bears and Strawberry Shortcake.

Mare than 2.5 million Care Bears
stuffed toys have already shipped
to retailers since their return last
surmmer, which is just one of the
reasons why USA Today selected
Care Bears as a top ten toy for the
2002 holiday season.

Meanwhile, recently released
Strawberry Shortcake movies are
already among this year’s top-selling
videos, ranking as high as No. 2 in
weekly sales, according to Billboard
magazine. The Strawberry Shortcake
doll assortment made the top 12

in a recent version of The Toy
Book’s “What's Hot” list among
TV-promoted toys.

We also expanded our partnership
with Nickelodeon by signing an
exclusive agreement for its hottest
properties, such as Dora the Explorer,
SpongeBob SquarePants and others.
We are already in the process of
developing new social expression
products that leverage our creativity
with these popular characters.

In a very different way, our Jeff
Foxworthy “You Might Be a
Redneck” line showcases our ability
to leverage our licensing expertise to
create innovative social expression
products. In response to enthusiastic
consumer reaction, the collection
has expanded to include everyday
cards for birthday, friendship, thank
you, encouragement, romantic

and other situations. A line of gift
products to complement the greeting
card program will be in stores

this summer.
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While we are very proud of our his-
tory of innovation in licensing, we
take just as much pride in our own
original designs and product con-
cepts. Among the latest examples is
Twisted Whiskers, a line of cards
that features comically distorted
animal photographs. The line,
launched as a promotion at a major
retailer, was so successful that we
have rolled it out nationally and
expanded the offering to include
everyday and seasonal cards, as well
as gift packaging, T-shirts, plush
toys, mugs and more.

Our category innovation initiative is
the foundation of our sustained com-
petitive advantage, as well as one of
the keys to our future success.

Strawberry Shortcake made her comeback with
great fanfare at the 2003 Tournament of Roses
Parade on New Year's Day in Pasadena.

Strawberry Shortcake

SpongeBob SquarePants
from Nickelodeon

rejuvenate




e are responding faster and
Wbetter than ever to the chang-
ing needs of our retail partners and
the marketplace.

Retailers’ needs and expectations are
as different as the customers they
serve. The goal of strategic account
management is to help us better
align our strategies with those of our
retailers to help them meet their
consumers’ needs.

Strategic account management
affects every aspect of our product
development, market research, man-

ufacturing and distribution teams.

Strategic Account Management:

Increasing Sales and Enhancing Customer Service

By linking the sales and marketing
processes more closely together and
enhancing cooperation among our
internal departments, the process is
transforming American Greetings
from product orientation to custome
orientation.

For example, we are now using
design-specific point-of-sale data to
stock the most productive skus and
more quickly move from product
concept to retail - fundamental
ingredients for assuring retailer
satisfaction, building mutual prof-
itability and growing the social
expression category.

Establishing dedicated marketing
teams to provide an appropriate
level of support for all our accounts
is another key to this initiative. It is
already proving very successful
with the retailers where we have
implemented it, such as Wal-Mart,
CVS and Albertsons.

We also use the strategic account
management model for Target,
another one of our largest retailers.
The accomplishments of this team
recently garnered Target's vendor
award of excellence as a recognition
of our partnership in marketing,
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merchandise planning and field service.
Target cited our sales performance,
service reliability, differentiation, value
and speed to market as reasons why
we received this honor.

Strategic account management also
pays dividends in competitive market
share gains. For example, stellar
customer service and productivity
helped us secure 1,400 additional
Alberstons stores this year. We will
grow our business at this account

by focusing on understanding its
consumers and tailoring our prod-
ucts accordingly.

Other examples of improvements we
will implement in our strategic account
management strategy include:

American Greetings was awarded Target's vendor award of excellence
for world-class marketing, merchandise planning and field service,

¥ Using point-of-sale information
to increase everyday greeting
card productivity by revising
store product mix to fit unique
customer characteristics.

* Increasing seasonal productivity
by using consumer research to
optimize product selection while
minimizing inventory investment.

% Linking extensive consumer and
fashion trend information to
align our strategies better with
those of our retailers in areas
such as operations, logistics,
service, promotions and product.

By merchandising and thinking like
retailers as part of our strategic
account management strategy, we
will provide the greatest possible
impact and value to our customers.




Culture and

Human Capital Development:

Inspiring Performance from Our People

s we reshape the way we think
and operate, our success ulti-
mately depends on the talent and
performance of people at every level
of our organization. Our focus on
culture and human capital develop-

ment is the essential platform for each
of our other three strategic initiatives.

The goal of our culture and human
capital development initiative is to
link operating performance with
human capital performance. This will
ensure our efforts revolve around
the needs of our associates, retailers,
consumers and shareholders.

An organization’s culture is a function
of its people and their behavior. The
“people” component starts with the
selection of associates. One of our
first steps in implementing our
human capital strategy was to add
three senior vice presidents — Mike
Goulder, executive operations offi-
cer; Bob Ryder, chief financial officer;
and Steve Willensky, executive sales
and marketing officer — during fiscal
2003. With the experience they bring
from outside American Greetings, this
invigorated new management team
has joined forces with our many
seasoned leaders to guide our
company through this period of
change and evolution.

advance

Selection is only part of the people
component; performance assessmen
is also a critical aspect in the equation
We are currently developing a
process for assessing the capabilities
of our associates in relation to the
skills that they will need tomorrow.
This enables us to identify and close
any capability gaps, as the skills that
have made us successful today are
not necessarily those that are going
to make us successful in the future.

Related to skill assessment is per-
formance management. We have
instituted a new system to ensure
that our reward system is commen-
surate with associate performance.
Our goal in this model is to recognize
top performance and contributions
with increased rewards.

Equally important is our commitment
to associate growth, which manifests
itself in training and development
programs. We encourage our associ-
ates to engage in at least 20 hours of
professional development each year
and offer programs ranging from
computer skills to executive-level
management training.

The other critical side of the "people”
equation is the "behavior” piece. We
have an ongoing and concerted




effort to reinforce key behaviors with
our associates and through our busi-
ness actions.

The first of these key behaviors is
collaboration and teamwork. This
involves people from all areas of

the business working together to
achieve common goals, chief among
them being the four strategic initia-
tives that will drive our future
growth. Another key behavior is
open communication, where we
have a common understanding and
total alignment of thoughts, goals
and activities, provided through mul-
tiple communication vehicles. A third
is fact-based decision-making, which
leverages a reliable database that
allows us to analyze and make better
decisions in a short period of time.

The final key behavior on which we
are focusing is continuous
improvement of both our people
and our business processes.

Having the right people, measure-
ments, skills and behaviors in place
is the essence of our culture and
human capital development initia-
tive. We will ultimately be successful
in this mission when we have creat-
ed an environment where all of our
associates know how they add value,
can make a difference, be
recognized and develop to realize
their career dreams.




( REPORTS OF MANAGEMENT AND INDEPENDENT AUDITORS

<MANAGEMENT REPORT)

The management of American Greetings Corporation has the
responsibility for preparing the accompanying financial
statements and for their integrity and objectivity. The
statements were prepared in accordance with accounting
principles generally accepted in the United States. The
financial statements include amounts that are based on
management’s best estimates and judgments. Management
also prepared the other information in the annual report and
is responsible for its accuracy and consistency with the
financial statements.

The Corporation’s consolidated financial statements
have been audited by Ernst & Young LLP, independent
auditors. Management has made available to Ernst &
Young LLP all of the Corporation’s financial records and
related data, as well as the minutes of shareholders’ and
directors’ meetings. Furthermore, management believes
that all representations made to Ernst & Young LLP during
its audit were valid and appropriate.

The Corporation maintains a system of internal accounting
controls designed to provide reasonable assurance that the
books and records properly reflect the transactions of the
Corporation, and that assets are safeguarded against
unauthorized acquisition, use or disposition. The design,
monitoring and revision of internal accounting control
systems involve, among other things, management’s
judgments with respect to the relative cost and expected
benefits of specific control measures. The Corporation
maintains a staff of internal auditors who review and evaluate

both internal accounting and operating controls. The internal
audit staff also coordinates with Ernst & Young LLP the latter’s
annual audit of the Corporation’s financial statements.

The Audit Committee of the Board of Directors, which is
composed of directors who are not employees, meets
periodically with management, the independent auditors and
the internal auditors to ensure that each is carrying out its
responsibilities. Both independent and internal auditors have
full and free access to the Committee.

In recognition of the fact that quality people are the basis
for a sound system of internal accounting controls, the
Corporation maintains high standards in the selection and
development of personnel.

-]
(129 .
Robert P. Ryder

Chief Financial Officer

Morry Weiss
Chief Executive Officer

Joseph B. Cipollone
Chief Accounting Officer

(REPORT OF ERNST & YOUNG LLP, INDEPENDENT AUDITORS)

Board of Directors and Shareholders
American Greetings Corporation

We have audited the accompanying consolidated statement of
financial position of American Greetings Corporation as of
February 28, 2003 and 2002, and the related consolidated
statements of operations, shareholders’ equity, and cash
flows for each of the three years in the period ended February
28, 2003. These financial statements are the responsibility of
the Corporation’s management. OQur responsibility is to
express an opinion on these financial statements based on
our audits.

We conducted our audits in accordance with auditing
standards generally accepted in the United States. Those
standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements
are free of material misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant
estimates made by management, as well as evaluating the
overall financial statement presentation. We believe that our
audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above
present fairly, in all material respects, the consolidated financial
position of American Greetings Corporation at February 28,
2003 and 2002, and the consolidated results of their operations
and their cash flows for each of the three years in the period
ended February 28, 2003, in conformity with accounting
principles generally accepted in the United States.

As discussed in Notes 1 and 8 to the consolidated financial
statements, effective March 1, 2002, the Corporation adopted
Statement of Financial Accounting Standards No. 142,
“Goodwill and Other Intangible Assets.” In addition, as
discussed in Note 1 to the consolidated financial statements,
effective March 1, 2000, the Corporation changed its method
of accounting for certain shipments of seasonal product.

St ¥

Cleveland, Ohio
-April 1, 2003

LLP



CONSOLIDATED STATEMENT OF OPERATIONS

Years ended February 28, 2003, 2002 and 2001

kAverage number of shares outstanding - assuming dilution

L Thousands of dollars except share and per share amounts J
4 T
2003 2002 2001
Net sales $ 1,995,860 $ 1,927,346 T $ 2,109,852
Costs and expenses:
Material, labor and other production costs 881,771 937,001 933,937
Selling, distribution and marketing 620,885 685,942 724,315
Administrative and general 240,129 313,655 280,202
Restructure charges — 56,715 —
Interest expense 79,095 78,599 55,387
Other {(income) expense - net (26,858) 51,758 16,778
1,795,022 2,123,670 2,011,219
Income (loss) before income tax expense
(benefit) and cumulative effect of accounting change 200,838 {196,324) 98,633
Income tax expense (benefit} 79,732 (74,014) 191,306
Income (loss) before cumulative effect of
accounting change 121,106 (122,310) (92,673)
Cumulative effect of accounting change, net of tax — — (21,141)
Net income (loss) $ 121,106 $ (122,310 $ (113,814)
Earnings {loss) per share:
Before cumulative effect of accounting change $ 1.85 $ (1.92) $ (1.46)
Cumulative effect of accounting change, net of tax — — (0.33)
Earnings (loss) per share $ 1.85 $ (1.92) $ (1.79)
Earnings (loss) per share - assuming dilution $ 1.63 3 {1.92) $ (1.79)
Average number of shares outstanding 65,636,621 63,615,193 63,646,405
78,980,830 63,615,193 63,646,405

See notes to consolidated financial statements.




CONSOLIDATED STATEMENT OF FINANCIAL POSITION

February 28, 2003 and 2002

Thousands of dollars except share and per share amounts

o
7
2003 2002
ASSETS
CURRENT ASSETS
Cash and cash equivalents $ 208,463 $ 100,979
Trade accounts receivable, less allowances for sales returns of $86,318
{$102,265 in 2002) and for doubtful accounts of $35,595 ($34,856 in 2002) 309,967 288,986
Inventories 278,807 290,804
Deferred and refundable income taxes 202,485 200,206
Prepaid expenses and other 234,766 185,207
Total current assets 1,234,488 1,066,182
GOODWILL - NET 209,664 199,195
OTHER ASSETS 748,540 933,133
PROPERTY, PLANT AND EQUIPMENT - NET 391,428 416,485
$2,584,120 $2,614,995
LIABILITIES AND SHAREHOLDERS' EQUITY
CURRENT LIABILITIES
Debt due within one year $ 133,180 $ 11,720
Accounts payable 180,498 130,601
Accrued liabilities 132,747 188,356
Accrued compensation and benefits 82,782 109,004
Income taxes 57,813 150,588 -
Other current liabilities 112,377 125,771
Total current liabilities 699,397 716,040 .
LONG-TERM DEBT 726,531 853,113
OTHER LIABILITIES 66,379 115,795
DEFERRED INCOME TAXES 14,349 27,628
SHAREHOLDERS’ EQUITY
Common shares - par value $1 per share:
Class A - 73,886,138 shares issued less 12,586,963 Treasury shares in 2003
and 71,750,368 shares issued less 12,697,692 Treasury shares in 2002 61,299 59,1563
Class B - 6,064,472 shares issued less 1,464,470 Treasury shares in 2003
and 6,066,092 shares issued less 1,457,615 Treasury shares in 2002 4,600 4,608
Capital in excess of par value 310,872 286,158
Treasury stock (438,704) {438,824)
Accumulated other comprehensive loss {42,494) (69,614)
Retained earnings 1,181,891 1,060,938
Total shareholders’ equity . 1,077,464 902,419
L $2,614,995

$2,584,120

See notes to consolidated financial statements.




CONSOLIDATED STATEMENT OF CASH FLOWS
Years ended February 28, 2003, 2002 and 2001
Thousands of dollars
/
N
2003 2002 2001
OPERATING ACTIVITIES:
Net income (loss) $121,106 $(122,310) $(113,814)
Adjustments to reconcile to net cash
provided by operating activities:
Cumulative effect of accounting change, net of tax — — 21,141 ,
Write-down of equity investment —_ — 32,554 !
Impairment charge —_ 37,000 —
Restructure charges (15,603} 37,510 —
(Gain) on sale of marketable security (12,027) — —
Depreciation and amortization 64,810 84,308 98,057
Deferred income taxes (24,519) 13,416 72,449
Changes in operating assets and liabilities,
net of effects from acquisitions:
(Increase) decrease in trade accounts receivable (15,636) 94,906 29,201
Decrease {increase} in inventories 18,260 63,942 {46,687)
Decrease (increase) in other current assets 5,933 {9,310) (78,514)
Decrease (increase) in deferred costs - net 39,741 (124,798) 4,110
(Decrease) increase in accounts payable
and other liabilities (106,133) (37,176) 87,256
Other—net 1,106 (1,137) 3,947
Cash Provided by Operating Activities 77,038 36,351 109,800
INVESTING ACTIVITIES:
Business acquisitions — (22,500) (179,993)
Property, plant and equipment additions (31,299) (28,969) (74,382)
Proceeds from sale of fixed assets 1,613 4,020 22,294
Investment in corporate-owned life insurance 10,017 (8,927) 181
Other 32,940 (15,077) 36,751
Cash Provided (Used) by Investing Activities 13,271 (71,453) (195,149)
FINANCING ACTIVITIES:
Increase in long-term debt — 554,398 —
Decrease in long-term debt (124,833) (81,122} (80,431)
Increase (decrease) in short-term debt 116,747 (363,437) 257,541
Sale of stock under benefit plans 21,487 2,929 —
Purchase of treasury shares (83) (121) {45,530)
Dividends to shareholders — (26,566) (52,743)
Cash Provided by Financing Activities 13,318 86,081 78,837
EFFECT OF EXCHANGE RATE CHANGES ON CASH 3,857 (1,691) (2,807)
INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS 107,484 49,288 (9,319)
Cash and Cash Equivalents at Beginning of Year 100,979 51,691 61,010
\Cash and Cash Equivalents at End of Year $208,463 $ 100,979 $ 51,691

See notes to consolidated financial statements.




CONSOLIDATED STATEMENT OF SHAREHOLDERS’ EQUITY

Years ended February 28, 2003, 2002 and 2001

Thousands of dollars except share and per share amounts

e

Common Shares

Class A

Class B

Capital in
Excess of
Par Value

BALANCE FEBRUARY 29, 2000

Net loss
Other comprehensive loss:
Foreign currency translation adjustment
. Unrealized loss on available-for-sale securities
{net of tax of $129)
Comprehensive loss
Cash dividends - $0.62 per share
Exchange of shares
Sale of shares under benefit
plans, including tax benefits
Purchase of treasury shares
. Shares issued in acquisition
Sale of treasury shares

$59,873

(2,220)
1,200

$4,647

$304,946

24

{18,916)

BALANCE FEBRUARY 28, 2001

Net loss

Other comprehensive (loss) income:
Foreign currency translation adjustment
Unrealized gain on available-for-sale securities

{net of tax of $940)

Comprehensive loss

Cash dividends - $0.20 per share

Exchange of shares

Sale of shares under benefit
plans, including tax benefits

Purchase of treasury shares

Sale of treasury shares

Stock grants

58,860

42

11

240

286,054

104

BALANCE FEBRUARY 28, 2002

Net income
Other comprehensive income:
Foreign currency translation adjustment
Reclassification of realized gain on available —
for-sale securities (net of tax of $3,040)
Comprehensive income
Exchange of shares
Sale of shares under benefit
plans, including tax benefits
Purchase of treasury shares
Sale of treasury shares
Stock grants and other

59,1563

11

2,133

2

{1

(5)

286,158

24,714

BALANCE FEBRUARY 28, 2003

$61,299

$4,600

$310,872

See notes to consolidated financial statements.



Deferred Accumulated Other
reasury Shares Held Compensation Comprehensive Retained
[Stock 7 in Trust Plans ~ {Loss) Income Earnings Total
i;’445,758) $(20,480) $20,480 $(27,572) $1,356,275 $1,252,411
(113,814) (113,814}
(30,350) (30,350)
(257) (257)
| (144,421)
1 (39,407) (39,407)
27
(43,287) (45,531)
[ 41,716 24,000
202 (101} 111
?447,127) (20,480) 20,480 (58,179) 1,202,953 1,047,190
(122,310} {122,310)
{ (13,315) (13,315)
1,880 1,880
(133,745)
(13,834) (13,834)
(15)
115
(113) (121)
13 (109) (90)
8,418 (5,762) 2,904
#438,824) (20,480) 20,480 (69,614) 1,060,938 902,419
121,106 121,106
33,171 33,171
(6,051) (6,051)
148,226
40 (95) 26,792
(78) (83)
6 (4) 2
152 (54) 108
(438,704) - $(20,480) $20,480 $(42,494) $1,181,891 $1,077,464

!

!
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L Years ended February 28, 2003, 2002 and 2001 J

Thousands of dollars except share and per share amounts

<NOTE 1 - SIGNIFICANT ACCOUNTING POLICIES)

Consolidation: The consolidated financial statements include
the accounts of American Greetings Corporation (the
Corporation) and its subsidiaries. All significant intercompany
accounts and transactions are éliminated. The Corporation’s
fiscal year ends on February 28 or 29. References to a
particular year refer to the fiscal year ending in February of
that year. For example, 2003 refers to the year ended
February 28, 2003. The Corporation’s subsidiary,
AmericanGreetings.com, Inc., is consolidated on a two-month
lag corresponding with its fiscal year-énd of December 31.

Reclassifications: Certain amounts in the prior year financial
statements have been reclassified to conform with the 2003
presentation. The Corporation adopted the Financial
Accounting Standards Board’s Emerging Issues Task Force
Issue No. 01-09, “Accounting for Consideration Given by a
Vendor to a Customer/Reseller” (“EITF 01-09”), effective
March 1, 2002. As a result, certain amounts in the prior year
financial statements have been reciassified. See below for
further discussion.

Use of Estimates: The preparation of financial statements in
conformity with accounting principles generally accepted in
the United States requires management to make estimates
and assumptions that affect the amounts reported in the
financial statements and accompanying notes. Actual results
could differ from those estimates.

Cash Equivalents: The Corporation considers all highly liquid
instruments purchased with a maturity of less than three
months to be cash equivalents.

Financial Instruments: The carrying value of the
Corporation’s financial instruments approximate their fair
market values, other than the fair value of the Corporation’s
publicly traded debt. See Note 10.

Concentration of Credit Risks: The Corporation sells
primarily to customers in the retail trade, including those
in the mass merchandiser, drug store, supermarket and
other channels of distribution. These customers are located
throughout the United States, Canada, the United
Kingdom, Australia, New Zealand, Mexico, South Africa,
Malaysia, Hong Kong and Singapore. Net sales to the
Corporation’s five largest customers accounted for
approximately 30%, 37% and 29% of net sales in 2003, 2002
and 2001, respectively. Net sales to Wal-Mart Stores, Inc.
accounted for 11%, 12% and 10% of net sales in 2003, 2002
and 2001, respectively.

The Corporation conducts business based on periodic
evaluations of its customers’ financial condition and generally
does not require collateral. While the competitiveness of the
retail industry presents an inherent uncertainty, the
Corporation does not believe a significant risk of loss from a
concentration of credit exists.

20

During 2002, the Corporation entered into an exclusive
supply agreement with a major customer. The agreement
provided for certain advances and allowances to be earned
over the length of the commitment. Subsequent to entering
into the agreement, the customer filed for Chapter 11
protection. The customer has assumed the supply agreement
with the Corporation in its approved plan of reorganization,
and the Corporation expects that the customer will satisfy its
purchase commitments under the terms of the agreement.

Deferred Costs: In the normal course of its business, the
Corporation enters into agreements with certain customers
for the supply of greeting ¢ards and related products.
Deferred costs estimated to be charged to operations during
the next twelve months are classified as “Prepaid expenses
and other” in the Consolidated Statement of Financial
Position and the remaining amounts to be charged beyond
the next twelve months are ciassified as “Other assets”.
These amortization charges match the costs of obtaining
business over the periods to be benefited. The periods of
amortization are continually evaluated to determine if later
circumstances warrant revisions of the estimated
amortization periods. Such costs are capitalized as assets
reflecting the probable future economic benefits obtained as
a result of the transactions. Future economic benefit is
further defined as cash inflow to the Corporation. The
Corporation, by incurring these costs, is ensuring the
probability of future cash flows-through sales-to-customers.
The amortization of such deferred costs properly matches
the cost of obtaining business over the periods to be
benefited. The Corporation maintains adequate reserves for
deferred contract costs related to supply agreements and
does not expect that the non-completion of any particular
contract would result in a material loss. See Note 9 for
further discussion.

Inventories: Finished products, work in process and raw
material inventories are carried at the lower of cost or market.
The tast-in, first-out (LIFO) cost method is used for
approximately 60% of the domestic inventories. The foreign
subsidiaries principally use the first-in, first-out method.
Display material and factory supplies are carried at average
cost. See Note 6 for further information.

Investment in Life Insurance: The Corporation’s investment
in corporate-owned life insurance policies is recorded in
“Other assets” net of policy loans. Thé net life insurance
expense, including interest expense, is included in
“Administrative and general” expenses in the Consolidated
Statement of Operations. The related interest expense, which
approximates amounts paid, was $25,453, $24,103 and
$26,120 in 2003, 2002 and 2001, respectively. Subsequent to
February 28, 2003, as part of its settlement with the Internal
Revenue Service {(“IRS”), the Corporation has agreed to
surrender certain of its corporate-owned life insurance
policies. See Note 16 for further discussion.



Goodwill: Goodwill represents the excess of purchase price
over the estimated fair value of net assets acquired in
business combinations accounted for by the purchase
method. Prior to 2003, goodwill was amortized on a straight-
line basis over a period of 40 years for goodwill associated
with the Social Expression Products segment and 5 to 15
vears for goodwill associated with all other businesses.
Accumulated amortization of goodwill was $46,605 at
February 28, 2002. Goodwill was reviewed for impairment in
accordance with Statement of Financial Accounting Standards
(“SFAS") No. 121, “Accounting for the Impairment of Long-
Lived Assets and Long-Lived Assets to Be Disposed Of”.
impairment losses were recorded when the undiscounted
cash flows estimated to be generated by those assets were
less than the assets’ carrying amounts.

On March 1, 2002, the Corporation adopted SFAS No. 142,
“Goodwill and Other Intangible Assets”. This Statement,
which superseded APB Opinion No. 17, “Intangible Assets”,
eliminates the requirement to amortize goodwill and
indefinite-lived intangible assets, addresses the amortization
of intangible assets with a defined life and addresses the
impairment testing and recognition for goodwill and
intangible assets. SFAS No. 142 applies to goodwill and
intangible assets arising from transactions completed before
and after the Statement’s effective date. Upon adoption, the
Corporation discontinued amortization of its goodwill in
accordance with this Statement. SFAS No. 142 also requires
goodwill to be tested for impairment at least annually at a
level of reporting defined in the Statement as a “reporting
unit”. The Corporation completed the first step of the
transitional impairment test for goodwill during the second
quarter of 2003 and determined there were no indicators of
impairment as of March 1, 2002. The Corporation completed
its annual test for impairment on December 2, 2002 and did
not record an impairment charge for goodwill in 2003. See
Note 8 for further discussion.

Translation of Foreign Currencies: Asset and liability
accounts are translated into United States dollars using
exchange rates in effect at the date of the consolidated
balance sheet; revenue and expense accounts are transiated
at average monthly exchange rates. Translation adjustments
are reflected as a component of shareholders’ equity.

Property and Depreciation: Property, plant and equipment
are carried at cost. Depreciation and amortization of
buildings, equipment and fixtures is computed principally
by the straight-line method over the useful lives of the
various assets. The cost of buildings is depreciated over 25
to 40 years; computer hardware and software over 3 to 7
years; machinery and equipment over 10 to 15 years; and
furniture and fixtures over 20 years. Property, plant and
equipment are reviewed for impairment in accordance with
SFAS No. 144, “Accounting for the Impairment or Disposal
of Long-Lived Assets”.

Revenue Recognition: Sales of seasonal product to non-
related retailers are recognized at the approximate date the
product is received by the customer and upon the sales of
products to the consumer at Corporation-owned retail
locations. Seasonal cards are sold with the right of return on

unsold merchandise. The Corporation provides for
estimated returns of seasonal cards when those sales to non-
related retailers are recognized. Accrual rates utilized for
establishing estimated returns reserves have approximated
actual returns experience.

Except for seasonal products, sales are recorded by the
Corporation upon shipment of products to non-related
retailers and upon the sales of products to the consumer at
Corporation-owned retail locations. Sales of these products
are generally sold without the right of return. Sales credits
for non-seasonal product are issued at the Corporation’s sole
discretion for damaged, obsolete and outdated products.

Sales of both. everyday and seasonal products to
retailers with scan-based trading arrangements with the
Corporation are recognized when the products are sold by
those retailers.

In December 1999, the Securities and Exchange
Commission issued Staff Accounting Bulletin No. 101,
“Revenue Recognition in Financial Statements” (SAB 101},
which among other guidance clarified the Staff’'s views on
various revenue recognition and reporting matters. As a
result, effective March 1, 2000, the Corporation adopted a
change in its method of accounting for certain shipments of
seasonal product. Under this accounting method, the
Corporation recognizes revenue on these seasonal shipments
at the approximate date the merchandise is received by the
customer, commonly referred to in the industry as the ship-to-
arrive date (“STA”"), and not upon shipment from the
distribution facility. STA is a more preferable method of
recording revenue due to the large volumes of seasonal
product shipment activity and the lead time required to
achieve customer-requested delivery dates.

The implementation of the change has been accounted for
as a change in accounting principle and applied cumulatively
as if the change occurred at March 1, 2000. The effect of the
change was a one-time non-cash reduction to the
Corporation’s earnings of $21,141, which is included in the
Consolidated Statement of Operations for the year ended
February 28, 2001. The Corporation recognized
approximately $44,400 in net sales that are included in the
cumulative effect adjustment as of March 1, 2000,

Shipping and Handling Fees: The Corporation classifies
shipping and handling fees as part of “Selling, distribution
and marketing” expenses. Shipping and handling costs
were $141,259, $153,144 and $154,007 in 2003, 2002 and
2001, respectively.

Advertising Expense: Advertising costs are expensed as
incurred. Advertising expense was $52,399, $57,049 and
$61,610 in 2003, 2002 and 2001, respectively.

Other (Income) Expense - Net: In 2003, “Other {income)
expense — net” included $12,027 of income on the sale of a
marketable security investment, $6,670 of royalty income
and $5,074 of interest income. The amount of the
proceeds received from the sale of the marketable security
investment of $16,964 is included in “Other” investing
activities in the Statement of Cash Flows for the period. In
2002, “Other (income) expense — net” included $37,000
for the write-down of goodwill related to the Corporation’s
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subsidiary in Australasia and $9,464 for the write-down to
the anticipated selling price of one of its foreign operating
units, which the Corporation has decided to divest. See
Note 3 for further discussion. In 2001, “Other (income)
expense — net” included $32,554 related to the write-down
of the Corporation’s investment in Egreetings Network,
Inc. (“Egreetings”) to its fair market value and a pre-tax
gain of $8,400 on the sale of a building in Canada. In the
years presented, “Other (income) expense — net” also
included foreign exchange gains and losses, gains and
losses on asset disposals, and royalty and interest income.
In 2002 and 2001, “Other (income) expense — net” also
included the amortization of goodwill. See Note 8 for
further discussion.

Income Taxes: Deferred income taxes are provided for
temporary differences between the carrying amounts of
assets and liabilities for financial reporting purposes and
amounts used for income tax purposes.

Stock-Based Compensation: The Corporation has elected to
continue to follow Accounting Principles Board (“APB")
Opinion No. 25, “Accounting for Stock Issued to Employees”
and related interpretations in accounting for its employee
stock options. Because the exercise price of the
Corporation’s employee stock options equals the market
price of the underlying stock on the date of grant, no
compensation expense is recognized. The Corporation has
adopted the disclosure-only provisions of SFAS No. 123,
“Accounting for Stock-Based Compensation”, as amended
by SFAS No. 148, “Accounting for Stock-Based
Compensation - Transition and Disclosure”.

SFAS 148 requires prominent disclosure regarding the
method used by the Corporation to account for stock-based
employee compensation and the effect of the method used
on reported results.

The following illustrates the pro forma effect on net
income and earnings per share if the Corparation had applied
the fair value recognition provisions of SFAS 123:

- 2003 2002 2001
Net income {loss) as reported $121,106 $(122,310) $(113,814)
Employee stock-based compensation
expense determined under fair value
based method, net of tax 4,695 7,849 4,863
Pro forma net income (loss) $116,411 $(130,159) $(118,677)
Earnings (loss) per share:
_As reported $ 185 $ (1.92) $ (1.79)
Pro forma $ 177 $ (2.08) $ (1.86)
Earnings (loss) per share —
assuming dilution:
As reported $ 1.63 $  (1.92) $ (1.79
L Pro forma $ 157 $ (2.05) $ (1.86) y

The fair value of the options granted used to compute pro forma net income (loss) and pro forma earnings (loss) per share is
the estimated present value at the grant date using the Black-Scholes option-pricing model with the following assumptions:

2003. 2002 2001 .

‘Risk-free interest rate 3.8% 4.5% 5.9%
Dividend yield 0.0% 3.9% 5.4%
Expected stock volatility 0.53 0.58 0.46
Expected life in years:

Grant date to exercise date 4.4 7.6 7.7

Vest date to exercise date 1.3 2.4 24 J

N

The weighted average fair value per share of options granted during 2003, 2002 and 2001 was $5.96, $3.33 and $4.14, respectively.



New Pronouncements: In October 2001, SFAS No. 144,
“Accounting for the Impairment or Disposal of Long-Lived
Assets”, was issued. This Statement, which supersedes SFAS
No. 121, “Accounting for the Impairment of Long-Lived
Assets and for Long-Lived Assets to Be Disposed Of”,
provides a single accounting model for the disposal of long-
lived assets. Although retaining many of the fundamental
recognition and measurement provisions of SFAS No. 121,
the Statement significantly changes the criteria that would
have to be met to classify an asset as held-for-sale. Assets
held-for-sate are stated at the lower of their fair values or
carrying amounts and depreciation is no longer recognized.
The Corporation adopted this statement effective March 1, 2002.

In November 2001, the Financial Accounting Standards
Board’s Emerging Issues Task Force (“EITF”) issued EITF Issue
No. 01-09 (“EITF 01-09”), “Accounting for Consideration
Given by a Vendor to a Customer/Reseller”, which addresses
the accounting for consideration given by a vendor to a
customer including both a reseller of the vendor’s products
and an entity that purchases the vendor’s products from a
reseller. EITF 01-09 also codifies and reconciles related
guidance issued by the EITF including EITF No. 00-25,
“Vendor Income Statement Characterization of Consideration
Paid to a Reseller of the Vendor’s Products”, and EITF No. 00-
14, “Accounting for Certain Sales Incentives”. EITF 01-09
outlines the presumption that consideration given by a
vendor to a customer, a reseller or a customer of a reseller is
to be treated as a reduction of revenue. The Corporation
adopted EITF 01-09 effective March 1, 2002. Certain amounts
in the prior years related to incentive payments, amortization
of deferred costs and other customer benefits have been
reclassified to reflect this adoption. For 2002, net sales;
material, labor and other production costs; and selling,
distribution and marketing expenses were reduced by
$428,394, $55,244 and $373,150, respectively. For 2001, net
sales; material, labor and other production costs; and selling,
distribution and marketing expenses were reduced by
$408,962, $65,334 and $343,628, respectively. These
reclassifications did not affect net income for those periods.

In April 2002, SFAS No. 145, “Recission of FASB
Statements No. 4, 44 and 64, Amendment of FASB Statement
No. 13 and Technical Corrections”, was issued. SFAS No. 145
is effective for fiscal years beginning after May 15, 2002.
SFAS No. 145 requires that debt extinguishment must meet
the criteria under APB Opinion No. 30 to be classified as an

CNOTE 2- ACQUISITIONS)

2002 - BlueMountain.com

On September 12, 2001, the Corporation completed its
acquisition of BlueMountain.com, a division of At Home
Corporation, for a cash price of $35,000. The
BlueMountain.com division operates an online card and
entertainment Internet site, www.bluemountain.com. The
acquisition was affected through AmericanGreetings.com,
Inc., and the majority of the purchase price was allocated
to goodwill.

extraordinary item. This Statement also amends SFAS No. 13
to require sale-leaseback accounting for certain lease
modifications that have economic effects similar to sale-
leaseback transactions. The Corporation does not believe that
adoption of this Statement will have a material impact on the
financial statements of the Corporation.

in June 2002, SFAS No. 146, "Accounting for Exit or
Disposal Activities”, was issued. SFAS No. 146 is effective for
disposal activities initiated after December 31, 2002. SFAS No.
146 requires that liabilities for one-time termination benefits
that will be incurred over future service periods should be
measured at the fair value as of the termination date and
recognized over any future service period. These liabilities
should be adjusted for subsequent changes resulting from
revisions to either the timing or amount of estimated cash
flows, discounted at the original credit-adjusted risk-free rate.
Interest on the liability would be accreted and charged to
expense as an operating item. In the normal course of
business, in the fourth quarter of 2003, the Corporation
undertook numerous individual and independent cost
reduction programs that included charges for employee
severance costs. While none of the independent programs
were material individually, aggregate severance costs of
$8,864 for approximately 500 positions were recorded at the
end of 2003. All affected employees were notified of
termination prior to February 28, 2003, and were terminated in
early 2004. All severance is expected to be paid by the end of 2004.

In November 2002, FASB Interpretation (FIN) No. 45,
“Guarantor’s Accounting and Disclosure Requirements for
Guarantees, Including Indirect Guarantees of Indebtedness of
Others”, was issued. FIN No. 45 elaborates on the
disclosures to be made by a guarantor in its interim and
annual financial statements about its obligations under
certain guarantees that it has issued. It also clarifies that a
guarantor is required to recognize, at the inception of a
guarantee, a liability for the fair value of the obligation
undertaken in issuing the guarantee. The initial recognition
and initial measurement provisions of FIN No. 45 are
applicable on a prospective basis to guarantees issued or
modified after December 31, 2002 irrespective of the
guarantor’s fiscal year-end. The disclosure requirements in
FIN No. 45 are effective for financial statements of interim or
annual periods ending after December 15, 2002. No
additional disclosures are required by the Corporation related
to this Interpretation. '

2001 - Gibson Greetings, Inc.
On March 9, 2000, the Corporation completed its acquisition
of Gibson Greetings, Inc. (“Gibson”) for a cash price of $10.25
per share. Gibson distributed individual relationship
communication products, including greeting cards, gift wrap,
party goods and licensed products. Gibson held a minority
equity interest in Egreetings; the Corporation subsequently
acquired the remaining shares of Egreetings in March 2001.
The acquisition has been accounted for by the purchase
method of accounting, and accordingly, the consolidated
statements of operations include the results of Gibson
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beginning with the first quarter of 2001. The assets acquired
and liabilities assumed were recorded at estimated fair values
as determined by the Corporation’s management based on

information available and on assumptions as to future
operations. A summary of the assets acquired and liabilities
assumed in the acquisition follows:

@ Estimated fair values:
Assets acquired
Liabilities assumed
Excess of cost over net assets acquired
Purchase price
Less cash acquired
L Net cash paid (including $30,000 paid in 2000)

\\

$ 296,086
{165,065)
49,288
180,309
10,147
$170,162

The acquisition of Gibson was primarily financed through short-term borrowings which were subsequently refinanced.

See Note 10 for further discussion.

As a result of the acquisition of Gibson, the Corporation
incurred acquisition integration expenses for the incremental
costs to exit and consolidate activities at Gibson locations, to
involuntarily terminate Gibson employees, and for other
costs to integrate operating locations and other activities of
Gibson with the Corporation. Generally accepted accounting
principles require that these acquisition integration
expenses, which are not associated with the generation of
future revenues and have no future economic benefit, be

reflected as assumed liabilities in the allocation of the
purchase price to the net assets acquired. An additional
requirement is that acquisition integration expenses which
are associated with the generation of future revenues and
have future economic benefit, and those associated with
integrating Gibson operations into the Corporation’s
locations, must be recorded as expense. The components of
the acquisition integration liabilities included in the purchase
price allocation for Gibson follow:

4 Facility Workforce )
Obligations Reductions Other Total

Provision in 2001 $59,483 $11,405 $19,363 $90,251
Cash expenditures 5,649 10,084 10,973 26,706
Balance February 28, 2001 53,834 1,321 8,390 63,545
Cash expenditures 6,063 1,321 6,848 14,232
Balance February 28, 2002 47,771 —_ 1,542 49,313
Cash expenditures 16,351 — 515 16,866

\_ Balance February 28, 2003 $31,420 $ — $1,027 $32,447

The acquisition integration liabilities are based on the
Corporation’s integration plan which focuses on distribution
facility rationalization. The Corporation anticipates making
payments on the facility obligations through 2006.

(NOTE 3 - RESTRUCTURING AND SPECIAL CHARGEQ

2002

During 2002, the Corporation undertook three initiatives: the
reorganization of the core greeting card business, the
implementation of scan-based trading, and a change in the
contractual relationship with a strategic partner of the
Corporation’s Internet business. In total, the Corporation
incurred $314,448 of pre-tax special charges during 2002 in
connection with these initiatives.

Included in the special charges noted akove is a
restructure charge of $56,715. This charge was for costs
associated with the consolidation and rationalization of
certain of the Corporation's domestic and foreign
manufacturing and distribution operations, including
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2001 - CPS Corporation

On July 13, 2000, the Corporation completed its acquisition of
CPS Corporation (“CPS"}), for a cash price of $31,000 plus
1,200,000 shares of the Corporation’s common stock. CPS is a
supplier of gift wrap and decorative packaging.

employee severance and benefit termination costs. The
restructure charge also included a charge for a change in the
contractual relationship with a partner of the Corporation’s
Internet unit. More specifically, the restructure charge
included $29,053 for employee termination benefits, $2,054
for facility rationalization costs, $1,500 for lease exit costs,
$17,727 for a change in the contractual relationship with a
partner of the Corporation’s Internet unit and $6,381 of other
related costs. In total, approximately 1,600 positions were
eliminated, comprised of approximately 1,200 hourly and 400
salaried positions. All activities were substantially completed
by February 28, 2002.

The following table summarizes the provisions and
remaining reserve associated with the restructure charge at
February 28, 2003:



Facility Change in
Termination Rationalization Lease Exit Contractual Other
Benefits Costs Costs Relationship Costs Total

Provision in 2002 $ 29,053 $ 2,054 $ 1,500 $17,727 $ 6,381 $56,715

Non-cash charge — — — (17,727) — (17,727)

Cash expenditures (11,076) (1,829) — — (6,300) (19,205)

Balance February 28, 2002 17,977 225 1,500 — 81 19,783

Cash expenditures {13,936) (185) (1,401) — {81) (15,603).
9 Balance February 28, 2003 $ 4,041 $ 40 $ 99 $ — $ — $ 4,180 .

Included in “Accrued liabilities” at February 28, 2003 is $4,180
representing the portion of severance and other exit costs not
yet expended. The payment of certain termination benefits
will not be completed until 2006.

The Corporation also recorded the following special
charges in 2002:

* Charges associated with a product line size reduction and
the elimination of the Corporation’s Forget Me Not greeting
card brand. These charges included $49,082 in "Material,
labor and other production costs” to write down inventory,
and a $16,206 reduction in “Net sales” for credits granted to
customers for product on hand at their retail locations
eliminated from the Corporation’s brands and product lines.

*In conjunction with the integration of recently-acquired
operations, facility closures and the changes in the
distribution infrastructure in those countries, and to
reflect the general economic downturn in the region, a
pre-tax, non-cash impairment charge of $37,000
recorded in the fourth quarter to write down goodwill
related to its operating units in Australasia. This amount
is included in “Other (income) expense - net”.

CNOTE 4 - EARNINGS (LOSS) PER SHARE

* Other special pre-tax charges of $66,838 associated with
the Corporation’s restructure and reorganization efforts,
including project coordination and administration
expenses, consultant expenses, field labor costs, system
enhancements and facility closure costs.

The total pre-tax impact of these special charges was
$225,841.

Also during 2002, the Corporation implemented its
scan-based trading business model with two of its retail
customers. The impact of its implementation was a
$64,901 reduction in its “Net sales” and a $8,599 reduction
in its “Material, labor and other production costs”. In
addition, the Corporation incurred implementation and
other costs of $32,305, primarily for the initial inventory
accounting procedures, system enhancements, outside
consulting and other related costs, for a total pre-tax
impact of $88,607.

The total pre-tax impact of special charges and the
implementation of the scan-based trading business model
was $314,448.

The following table sets forth the computation of earnings (loss) per share and earnings (loss) per share — assuming dilution:

s
2003 2002 2001
Numerator (thousands):
Net income (loss) for earnings per share $121,106 $(122,310) $(113,814)
Add-back - interest on convertible debt, net of tax 7,403 — —
Net income (loss) for earnings per share
- assuming dilution $128,509 $(122,310) $(113,814)
Denominator (thousands):
Denominator for earnings per share
- weighted average shares outstanding 65,637 63,615 63,646
Effect of dilutive securities:
Stock options 753 — —
Convertible debt 12,591 —_ —
Denominator for earnings (loss) per share — assuming dilution
- adjusted weighted average shares outstanding 78,981 63,615 63,646
Earnings (loss) per share $ 185 3  (1.92) $ (1.79)
\_ Earnings (loss) per share - assuming dilution $ 163 $  (1.92) $  (1.79)

Certain stock options and convertible debt have been excluded for the years presented because the effect would have

been antidilutive.




( NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

<NOTE 5 - ACCUMULATED OTHER COMPREHENSIVE LOSS)

Accumulated other comprehensive loss consists of the following components:

-

Foreign Currency

Unrealized Gains (Losses)

Accumulated

Translation on Available-For-Sale Other Comprehensive
Adjustments Securities Loss
Balance at February 29, 2000 $(32,000) $ 4,428 $(27,672)
Other comprehensive loss (30,350) {257) {30,607)
Balance at February 28, 2001 (62,350) 4171 {58,179)
Other comprehensive (loss) income (13,315) 1,880 {11,435)
Balance at February 28, 2002 (75,665) 6,051 {69,614)
Other comprehensive income 33,171 — 33,171
Reclassification of unrealized gain — (6,051} {6,051)
\_Balance at February 28, 2003 $(42,494) $ — $(42,494)

Gross unrealized holding gains on available-for-sale securities as of February 28, 2003 and 2002 are $0 and $9,091, respectively.

(NOTE 6 — INVENTORIES)

( 2003 2002 B
Raw material $ 58,558 $ 55,949
Work in process 29,790 34,157
Finished products 236,114 240,202

324,462 330,308

Less LIFO reserve 79,913 83,907
244,549 246,401

Display material and factory supplies 34,258 44,403
\_ $ 278,807 $ 290,804

The Corporation experienced LIFO liguidations in 2003 and 2002, which increased pre-tax earnings by approximately $4,000

and $9,500, respectively.

CNOTE 7 - PROPERTY, PLANT AND EQUIPMENT >

- 2003 2002 A
Land $ 13,251 $ 12,801
Buildings 308,706 308,065
Equipment and fixtures 727,732 713,345

1,049,689 1,034,211
Less accumulated depreciation 658,261 617,726
\_ $ 391,428 $ 416,485
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(NOTE 8 - GOODWILL AND INTANGIBLE ASSETS)

On March 1, 2002, the Corporation adopted SFAS No. 142,
“Goodwill and Other Intangible Assets”. This Statement,
which superseded APB Opinion No. 17, “Intangible Assets”,
eliminates the requirement to amortize goodwill and indefinite-
lived intangible assets, addresses the amortization of intangible
assets with a defined life and addresses the impairment testing
and recognition for goodwill and intangible assets. SFAS No.
142 applies to goodwill and intangible assets arising from
transactions completed before and after the Statement’s

effective date. Effective March 1, 2002, the Corporation
discontinued amortization of its goodwill in accordance with
this Statement. In 2002 and 2001, the Corporation’s results
included $12,389 and $8,723, respectively, of amortization
expense related to goodwill included in “Other {income)
expense - net” in the Consolidated Statement of Operations.

Adjusted information, assuming the adoption of the non-
amortization provisions of this Statement for the years ended
February 28 is as follows:

\
4 2003 2002 2001
Reported net income (loss) $121,106 $(122,310) $(113,814)
- Add back:

Goodwill amortization - net of tax — 7,718 5,184
Adjusted net income (loss) $121,106 $(114,592) $(108,630)
Reported earnings (loss) per share $ 185 $  (1.92) $  (1.79)
Add back:

Goodwill amortization - net of tax — 0.12 0.08
Adjusted earnings (loss) per share $ 1.85 $ (1.80) $ (.71
Reported earnings (loss) per share - assuming dilution $ 1.63 $ (1.92) $  (1.79)
Add back:

Goodwill amortization - net of tax — 0.12 0.08

S Adjusted earnings (loss) per share - assuming dilution $ 1.63 $ (1.80) $  (1.71)

At February 28, 2003 and 2002, intangible assets subject to
the amortization provisions of SFAS No. 142, net of
accumulated amortization, were $1,779 and $1,351,
respectively. The Corporation does not have any indefinite-
lived intangible assets.

SFAS No. 142 also requires goodwill to be tested for
impairment at least annually at a level of reporting defined in
the Statement as a “reporting unit”. The Corporation
completed the first step of the transitional impairment test for

goodwill during the second quarter of 2003 and determined
there were no indicators of impairment as of March 1, 2002.
The Corporation completed its annual test for impairment on
December 2, 2002 and did not record an impairment charge
for goodwill in 2003.

A summary of the changes in the carrying amount of the
Corporation’s goodwill during the twelve months ended
February 28, 2003 by segment is as follows:

Social Expression American Retail Non-reportable h
Products Greetings.com Operations Segments Total
Balance at March 1, 2002 $137,003 $ 42,669 $14,266 $5,257 $199,195
Foreign currency translation 10,347 — 40 82 10,469
Balance at February 28, 2003 $147,350 $42,669 $14,306 $5,339 $209,664
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(NOTE 9 - DEFERRED COSTS)

in the normal course of its business, the Corporation enters
into agreements with certain customers for the supply of
greeting cards and related products. Under these agreements,
the customer typically receives from the Corporation a
combination of cash payments, credits, discounts, allowances
and other incentive considerations to be earned by the
customer as product is purchased from the Corporation over
the effective time period of the agreement to meet a minimum
purchase volume commitment. In the event a contract is not
completed, the Corporation has a claim for unearned
advances under the agreement. The Corporation periodically
reviews the progress toward the commitment and adjusts the
estimated amortization period accordingly to match the costs
with the revenue associated with the agreement. The
agreements may or may not specify the Corporation as the
sole supplier of social expression products to the customer.
The Corporation classifies the total contractual amount of
the incentive consideration committed to the customer but not
yet earned as a deferred cost asset at the inception of an
agreement, or any future amendments. Deferred costs

estimated to be earned by the customer and charged to
operations during the next twelve months are classified as
“Prepaid expenses and other” in the Consolidated Statement
of Financial Position, and the remaining amounts to be
charged beyond the next twelve months are classified as
“QOther assets”.

A portion of the total consideration may be payable by the
Corporation at the time the agreement is consummated. All
future payment commitments are classified as liabilities at
inception until paid. The payments that are expected to be
made in the next twelve months are classified as “Other
current liabilities” in the Consolidated Statement of Financial
Position, and the remaining payment commitments beyond
the next twelve months are classified as “Other liabilities”.
The Corporation maintains adequate reserves for deferred
costs related to supply agreements and does not expect that
the non-completion of any particular contract would result in a
material loss.

At February 28, 2003 and 2002, deferred costs and future
payment commitments are as foliow:

4 2003 2002 h
Prepaid expenses and other $ 180,051 $ 134,853
Other assets 667,829 814,606
Deferred cost assets 847,880 949,459
Other current liabilities (92,005} (111,636)
Other liabilities (34,680) (80,732}
Deferred cost liabilities (126,685) (192,368)

\_ Net deferred costs $721,195 $ 757,091

(NOTE 10 - LONG AND SHORT-TERM DEBT)

On July 27, 1998, the Corporation issued $300,000 of 30-year
senior notes with a 6.10% coupon rate under its $600,000
shelf registration with the Securities and Exchange
Commission. The majority of the proceeds was used to retire
commercial paper and other short-term debt, with the
remainder used for other general corporate purposes and
short-term investments.

On June 29, 2001, the Corporation issued $260,000 of
11.75% senior subordinated notes, due on July 15, 2008. The
transaction resulted in net proceeds to the Corporation of
$244,711, after deducting underwriting discounts and
transactional expenses. The majority of the proceeds was
used to repay indebtedness and to provide funds for general
corporate purposes. On August 28, 2001, the Corporation
filed Form S-4 with the Securities and Exchange Commission
as required to register this debt offering.

On June 29, 2001, the Corporation issued $175,000 of
7.00% convertible subordinated notes, due on July 15, 20086.
The notes are convertible at the option of the holders into
shares of the Corporation’s ecommon stock at any time before
the close of business on July 15, 2006, at a conversion rate of
71.9466 common shares per $1 principal amount of notes. The

convertible notes outstanding could potentially result in the
issuance of approximately 12,600,000 shares of the Class A
Common Stock of the Corporation. The transaction resulted in
net proceeds to the Corporation of $169,689, after deducting
transactional expenses. The majority of the proceeds was used
to repay indebtedness and to provide funds for general
corporate purposes. On August 28, 2001, the Corporation filed
Form S-3 with the Securities and Exchange Commission. as
required to register this debt offering.

The total fair value of the Corporation’s publicly traded
debt, based on quoted market prices, was $802,438 (at a
carrying value of $725,905) and $730,850 (at a carrying value
of $724,282) at February 28, 2003 and 2002, respectively.

On August 9, 2001, the Corporation entered into a new
$350,000 senior secured credit facility that was amended to
$320,000 on July 22, 2002. This facility consists of three
tranches: (1) a $75,000, 364-day revolving facility, of which
there were no amounts outstanding at February 28, 2003; (2) a
$120,000 revolving facility maturing January 15, 2006, of
which there were no amounts outstanding at February 28,
2003; and (3) a $125,000 term loan maturing June 15, 20086, at
an interest rate of 5.84%, of which $117,988 is outstanding at



February 28, 2003. On July 22, 2002 the Corporation exercised
its option on the 364-day revolving facility for an additional
364 days. At the request of the Corporation the facility was
reduced from $105,000 to $75,000. The Corporation has the
option to request a one-year extension of the 364-day
revolving facility. Under the terms of the facility, the
Corporation will pay the outstanding balance of $117,988 of
the term loan within 100 days of February 28, 2003. This
item, therefore, is included as “Debt due within one year” in
the Consolidated Statement of Financial Position.

The credit facility is secured by the domestic assets of the
Corporation and a 66 2/3% interest in the common stock of its
foreign subsidiaries. The credit facility contains various
restrictive covenants which require, among other things, that
the Corporation meet specified periodic financial ratios,
minimum net worth, maximum leverage, and earnings
requirements. The credit facility also restricts the
Corporation’s ability to incur additional indebtedness and to
engage in acquisitions of other businesses and entities and to
pay shareholder dividends. At February 28, 2003, the
Corporation is in compliance with all of its debt covenants.

Based on the strong improvement in its balance sheet, the
Corporation has modified its debt covenants and expects to
be in compliance throughout 2004.

On August 7, 2001, the Corporation entered into a three-
year Accounts Receivable Securitization Financing that
provides for up to $250,000 and is secured by certain trade
accounts receivable. At the request of the Corporation, on
August 6, 2002, the agreement was amended reducing the
available financing from $250,000 to $200,000. Under the
terms of the agreement, the Corporation transfers receivables
to a wholly-owned consolidated subsidiary that in turn utilizes
the receivables to secure borrowings through a credit facility
with a financial institution. There were no borrowings
outstanding under this agreement at February 28, 2003.

The Corporation’s subsidiary in South Africa has credit
agreements permitting borrowings of up to $3,464. At
February 28, 2003 and 2002, the amount outstanding under
this foreign revolving credit facility was $0 and $388,
raspectively, classified as short-term.

At February 28, 2003 and 2002, “Debt due within one year”
consists of the following:

( 2003 2002 )
Current maturities of long-term debt $124,215 $ 3,123
Other short-term debt 8,965 8,597

$133,180 $ 11,720

At February 28, 2003 and 2002, “Long-term debt” consists of the following:

[ 2003 2002 h
6.10% senior notes $297,763 $297,426
11.75% senior subordinated notes 253,142 251,856
7.00% convertible subordinated notes 175,000 175,000
Term loan 117,988 123,125
Other 6,853 8,829

850,746 856,236
Less current maturities 124,215 3,123

N $726,531 $853,113

Aggregate maturities of long-term debt are as follows:

e ™

2004 $124,215
2005 80
2006 —_
2007 175,000
2008 —
Thereafter 551,451

\ $850,746

As part of its normal operations, the Corporation provides
certain financing for some of its vendors, which includes a
combination of various guarantees and letters of credit. At
February 28, 2003, the Corporation had credit arrangements
to support the guarantees and letters of credit in the amount

of $86,382 with $53,746 of open guarantees and credits
outstanding.

Interest paid in cash on short-term and long-term debt was
$71,092 in 2003, $68,128 in 2002 and $54,637 in 2001.
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(NOTE 11 -~ RETIREMENT PLANS)

The Corporation has a non-contributory profit-sharing plan
with a contributory 401(k) provision covering most of its
United States employees. Contributions to the profit-sharing
plan were $13,637, $4,365, and $5,175 for 2003, 2002 and
2001, respectively. The Corporation matches a portion of
401(k) employee contributions contingent upon meeting
specified annual operating results goals. The Corporation’s
matching contributions were $4,896, $5,059, and $0 for 2003,
2002 and 2001, respectively.

The Corporation also has several defined benefit and
defined contribution pension plans covering certain
employees in foreign countries. The cost of these plans was
not material in any of the years presented. In the aggregate,

the actuarially computed plan benefit obligation
approximates the fair value of the plan assets.

In 2001, the Corporation assumed the obligations and
assets of Gibson’s defined benefit pension plan (the Retirement
Plan) which covered substantially all Gibson employees who
met certain eligibility requirements. Benefits earned under the
Retirement Plan have been frozen and participants no longer
accrue benefits after December 31, 2000. The Corporation
made a discretionary contribution to the plan assets in the
fourth quarter of 2003, an amount sufficient to fully fund the
Retirement Plan at February 28, 2003.

The following table sets forth summarized information on
the Retirement Plan:

( 2003 2002 )
Change in benefit obligation:
Benefit obligation at beginning of year $85,411 $95,211
interest cost 6,045 5,898
Actuarial loss/(gain) 5,876 (8,675)
Benefit payments (6,510} (7,023)
Benefit obligation at end of year 90,822 85,411
Change in plan assets:
Fair value of plan assets at beginning of year 81,657 85,948
Actual return on plan assets 1,205 2,732
Employer contributions 15,000 —
Benefit payments (6,510) (7,023)
Fair value of plan assets at end of year 91,352 81,657
Funded/(underfunded) status at end of year 530 (3,754)
Unrecognized loss/{gain) 2,656 (7,505)
Prepaid/(accrued) benefit cost $3,186 $(11,259)
Assumptions:
Discount rate 6.75% 7.25%
\_ Expected return on plan assets 7.00% 7.25% P,

A summary of the components of net periodic cost (income) for the Retirement Plan for the years ended February 28, 2003,

2002 and 2001 is as follows:

( 2003 2002 2001 )
Interest cost $ 6,045 $ 5,898 $ 5,770
Expected return on plan assets {5,490) {6,011) {5,858)

Net periodic benefit cost (income) $ 555 $ (113) $ (88)
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(NOTE 12 - POSTRETIREMENT BENEFITS OTHER THAN PENSIONS)

The Corporation sponsors a defined benefit health care plan
that provides postretirement medical benefits to full-time
United States employees who meet certain age and service
requirements. In addition, for retirements on or after January
2, 1992 the retiree must have been continuously enrolled for
health care for a minimum of five years or since January 2,
1992. The plan is contributory, with retiree contributions

adjusted periodically, and contains other cost-sharing features
such as deductibles and coinsurance. The Corporation made
significant changes to its retiree health care plan in 2002 by
imposing dollar maximums on the per capita cost paid by the
Corporation for future years. The Corporation maintains a
trust for the payment of retiree health care benefits. This trust
is funded at the discretion of management.

d 2003 2002 )
Change in benefit obligation:
Benefit obligation at beginning of year $ 92,577 $ 113,855
Service cost 1,615 2,558
Interest cost 7,096 8,672
Participant contributions 4,222 2,593
Plan amendments — {50,899)
Actuarial losses 16,241 23,259
Benefit payments {11,428) (7,461)
Benefit obligation at end of year 110,323 92,577
Change in plan assets:
Fair value of plan assets at beginning of year 57,543 55,593
Actual return on plan assets (753) 1,950
Contributions 13,945 7,461
Benefit payments (11,428) (7,461)
Fair value of plan assets at year end 59,307 57,543
Underfunded status at end of year (51,016) (35,034)
Unrecognized prior service (credit) (45,244) (50,899)
Unrecognized loss 81,697 66,058
\_ Accrued benefit cost $(14,663) $(19,875)
C 2003 2002 2001
Components of net periodic benefit cost:
Service cost $ 1,615 $ 2,558 $ 2,402
Interest cost 7,096 8,672 6,649
Expected return on plan assets (4,376) (4,233) (3,627)
Amortization of prior service cost (5,855) — —
Amortization of actuarial loss 5,831 3,631 1,685
Net periodic benefit cost $ 4,511 $ 10,628 $7,109
Weighted average assumptions as of February 28:
Discount rate 6.75% 7.25%
Expected return on assets 8.00% 8.00%
Health care cost trend rate *decreasing 0.5% per year to 6% 11.5%* 12.0%*
Effect of a 1% increase in health care cost trend rate on:
Service cost plus interest cost $ 1,023 $ 2,034
Accumulated postretirement benefit obligation 12,143 7,553
Effect of a 1% decrease in health care cost trend rate on:
Service cost plus interest cost $  (819) $ (1,623)
Accumulated postretirement benefit obligation (9,832) (6,095)
9 :
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(NOTE 13 - LONG-TERM LEASES AND COMMITMENTS)

The Corporation is committed under noncancelable operating
leases for commercial properties (certain of which have been
subleased) and equipment, terms of which are generally less

than 25 years. Rental expense under operating leases for the
years ended February 28, 2003, 2002 and 2001 follows:

( 2003 2002 2001 h
Gross rentals $ 72,276 $ 70,705 $ 71,479
Sublease rentals (1,549) (1,985) (2,611)

Net rental expense $ 70,727 $ 68,720 $ 68,868

At February 28, 2003, future minimum rental payments for noncancelable operating leases, net of aggregate future minimum

noncancelable sublease rentals, follow:

' Y
Gross rentals: -

2004 $ 51,426
2005 39,338
2006 32,688
2007 28,129
2008 24,068
Later years 54,458
230,107
Sublease rentals (9,933)
Y Net rentals $220,174

(NOTE 14 - COMMON SHARES AND STOCK OPTIONS )

At February 28, 2003 and 2002, common shares authorized
consisted of 187,600,000 Class A and 15,832,968 Class B shares.

Class A shares have one vote per share and Class B shares
have ten votes per share. There is no public market for the
Class B common shares of the Corporation. Pursuant to the
Corporation’s Amended Articles of Incorporation, a holder of
Class B common shares may not transfer such Class B
common shares (except to permitted transferees, a group that
generally includes members of the holder’s extended family,
family trusts and charities) unless such holder first offers such
shares to the Corporation for purchase at the most recent
closing price for the Corporation’s Class A common shares. If
the Corporation does not purchase such Class B common
shares, the holder must convert such shares, on a share for
share basis, into Class A common shares prior to any transfer.
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Under the Corporation’s Stock Option Plans, options to
purchase Class A and Class B shares are granted to directors,
officers and other key employees at the then-current market
price. In general, subject to continuing employment, options
become exercisable commencing twelve months after date of
grant in annual installments and expire over a period of not
more than ten years from the date of grant. Under certain
grants made in 2002, the options become exercisable when
the market value of Class A shares reaches a specified share
price or 18 months after the grant date, whichever occurs
first. These options expire at the earlier of six months plus
one day after a specified share price is reached or ten years
from the date of grant. The options granted to non-employee
directors become exercisable in either six installments over
five years or in four instaliments over four years.



Stock option transactions and prices are summarized as follows:

~

Number of Options

Weighted-Average
Exercise Price Per Share

Class A Class B Class A Class B
Options outstanding
February 29, 2000 5,613,181 766,186 $25.87 $27.32
Granted 775,500 — 15.45 —
Exercised {1,600} — 16.63 —
Cancelled (626,850) (76,500) 25.16 24.15
Options outstanding
February 28, 2001 5,760,231 689,686 $24.57 $27.67
Granted 4,847,728 442,277 10.29 9.95
Exercised (10,600) — 8.72 —
Cancelled (1,566,231) (98,590) 19.63 20.10
Options outstanding
February 28, 2002 9,031,128 1,033,373 $17.74 $20.81
Granted 1,700,308 — 14.35 —
Exercised (2,134,250) (10,400} 10.05 9.95
Cancelied {634,385) {(5,000) 22.33 27.25
Options outstanding
February 28, 2003 7,962,801 1,017,973 $18.76 $20.89
Options exercisable at February 28:
2003 5,268,606 1,017,973 $19.76 $20.89
2002 2,638,850 591,096 26.97 28.94
LZOO'] 2,469,531 689,686 27.44 27.74

The weighted - average remaining contractual life of the options outstanding as of February 28, 2003 is 6.7 years.

Range of exercise prices for options outstanding:

( Outstanding Exercisable
Weighted-
Average
Weighted- Weighted- Remaining
Exercise Optioned Average Optioned Average Contractual
Price Ranges Shares Exercise Price Shares Exercise Price Life (Years)
$ 8.50 68,600 $ 8.50 35,200 $ 8.50 7.81
9.95 2,124,751 9.95 2,124,751 9.95 8.03
10.13 - 13.52 752,964 12.77 351,649 12.57 8.98
13.65 - 14.00 1,061,680 13.99 27,000 13.81 8.92
14.11-18.88 768,300 16.46 281,300 17.02 8.23
20.88 - 23.56 2,180,583 23.51 1,496,083 23.51 5.72
23.69 - 29.44 704,900 26.81 657,600 26.89 3.60
29.50 1,028,400 29.50 1,025,800 29.50 3.81
29.88 - 50.25 290,446 38.92 287,046 39.01 4.56
51.63 150 51.63 150 51.63 5.34
\__ $ 8.50 - $51.63 8,980,774 6,286,579

The number of shares available for future grant at February 28, 2003 is 3,001,871 Class A and 533,205 Class B shares.
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@OTE 15 - BUSINESS SEGMENT INFORMATIOND

The Corporation is organized and managed according to a
number of factors, including product categories,
geographic locations and channels of distribution. The
Social Expression Products segment primarily designs,
manufactures and sells greeting cards and other products
through various channels of distribution with mass
retailers as the primary channel and is managed by
geographic location. As a result of the Corporation’s
restructure efforts in 2002, the Plus Mark, Inc. subsidiary
has been reclassified to the Social Expression Products
segment. This reflects the integration of the production of
the domestic gift wrap and boxed card product into that
subsidiary and its integration with the Social Expression
Products’ operations. This subsidiary now has a
substantial mix of both everyday and seasonal products
and as a result has similar economic characteristics with
the Social Expression Products segment. This subsidiary
previously was included in “Non-reportable segments”,
and the prior year amounts have been reclassified to
conform to the current year presentation. As permitted
under Statement of Financial Accounting Standards No.
131, “Disclosures about Segments of an Enterprise and
Related Information”, certain operating divisions have
been aggregated into the Social Expression Products
segment. These operating divisions have similar economic
characteristics, products, production processes, types of
customers and distribution methods.

The Corporation owns and operates approximately 600
card and gift retail stores in the United States and Canada
through its Retail Operations segment. The stores are
primarily located in malls and strip shopping centers. The
stores sell products purchased from the Social Expression
Products segment as well as products purchased from other
vendors. Upon the adoption of EITF 01-09, as discussed in
Note 1, the Retail Operations segment now meets the revenue
threshold for separate disclosure required under SFAS No.
131. This segment was previously included in the “Non-
reportable segments”, and the prior year amounts have been
reclassified to conform to the current year presentation.

AmericanGreetings.com, Inc. (92.2% owned) is an Internet-
based provider of greetings and other social communication
content to consumers and Internet-based businesses.
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The Corporation’s non-reportable operating segments
include the design, manufacture and sale of non-prescription
reading glasses and display fixtures.

The Corporation’s senior management evaluates
segment performance based on earnings before foreign
currency exchange gains or losses, interest income, interest
expense, centrally-managed costs and income taxes. The
accounting policies of the reportable segments are the same
as those described in Note 1 - Significant Accounting
Palicies, except those that are related to LIFO or applicable
to only corporate items.

Intersegment sales from the Social Expression Products
segment to the Retail Operations segment are recorded at
estimated arm’s-length prices. Intersegment sales and
profits are eliminated in consolidation. All inventories
resulting from intersegment sales are carried at cost.
Accordingly, the Retail Operations segment records full
profit upon its sales to consumers.

The reporting and evaluation of segment assets include
net accounts receivable, inventory on a “first-in, first-out”
basis, display materials and factory supplies, prepaid
expenses, other assets {including net deferred costs), and net
property, plant and equipment.

Segment results are reported and evaluated at consistent
exchange rates between years to eliminate the impact of
foreign currency fluctuations. An exchange rate adjustment
is included in the reconciliation of the segment results to the
consolidated results; this adjustment represents the impact
on the segment results of the difference between the
exchange rates used for segment reporting and evaluation
and the actual exchange rates for the periods presented.

Centrally incurred and managed costs and special charges
are not allocated back to the operating segments. The
unallocated items include interest expense on centrally-
incurred debt and domestic profit-sharing expense. In
addition, the costs associated with corporate operations
including the senior management, corporate finance, legal
and human resource functions, among other costs, are
included in the unallocated items.

As a result of the Corporation’s adoption of EITF 01-09,
certain amounts in the prior year financial statements have
been reclassified.



Operating Segment Information

- Net Sales Earnings
2003 2002 2001 2003 2002 2001
Social Expression Products $1,639,270 $1,665,691 $1,755,078 $ 361,466 $ 310,158 $ 332,639
Intersegment items (76,088) (81,441) {83,541) (54,772) (57,408) (60,263)
Net 1,663,182 1,584,250 1,671,637 306,694 252,750 272,276
Retail Operations 263,888 267,239 270,318 17,616 17,419 21,316
AmericanGreetings.com 34,615 39,731 24,378 477 (2,131) (36,065)
Non-reportable segments 105,542 116,610 113,788 17,838 35,296 19,678
Special charges — (102,341) — — {311,971) -
E-Greetings write down — — — — — (32,554)
Exchange rate adjustment 25,962 11,476 29,701 4,404 1,256 2,667
Unallocated items - net 2,671 10,381 130 (146,191) (188,943) {148,68b)
Consolidated $1,995,860 $1,927,346 $2,109,852 $ 200,838 $ (196,324) $ 98,633
4 Assets Depreciation and Amortization
2003 2002 2001 2003 2002 2001
Social Expression Products $1,769,712 $1,848,501 $1,927,958 $ 44,489 $ 53,373 $ 48,125
Retail Operations 92,115 94,096 111,789 8,942 12,650 13,205
AmericanGreetings.com 58,619 64,641 48,563 3,716 4,884 22,773
Non-reportable segments 110,202 103,231 118,255 5,259 9,328 9,604
Unallocated and
intersegmented items 503,538 516,480 464,850 1,808 3,837 5,276
Exchange rate adjustment - 49,934 (11,954) 40,659 596 236 (926);
N Consolidated $2,584,120 $2,614,995 $2,712,074 $ 64,810 $ 84,308 $ 98,057
; Capital Expenditures
2003 2002 2001
Social Expression Products $ 2219 $ 15,198 $ 56,841
Retail Operations 3,445 5,693 7,750
AmericanGreetings.com 1,014 3,223 4,741
Non-reportable segments 4,423 7,081 6,766
Exchange rate adjustment 226 (2,126) (1,716)
Y Consolidated $ 31,299 $ 28,969 $ 74,382
Other Information
4 Product Information
2003 2002 2001
Everyday greeting cards $ 743,805 $ 683,183 $ 831,612
Seasonal greeting cards 364,086 346,042 372,234
Gift wrapping and wrap accessories 364,961 322,931 335,290
All other 523,008 575,190 570,716
Y Consolidated Net Sales $1,995,860 $1,927,346 $2,109,852
Geographic Information
Net Sales Fixed Assets - Net
2003 2002 2001 2003 2002 2001
United States $1,633,430 $1,572,549 $1,719,437 $ 339,627 $ 366,279 $ 416,447
Foreign 362,430 354,797 390,415 51,801 50,206 60,741
Consolidated $1,995,860 $1,927,346 $2,109,852 $ 391,428 $ 416,485 $ 477,188




( NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

((NOTE 16 - INCOME TAXES )

Income (loss) before income taxes and cumulative effect of accounting change:

( 2003 2002 2001
United States $158,157 $(168,972) $ 76,159
Foreign 42,681 (27,352) 22,474

$200,838 $(196,324) $ 98,633

Income taxes (benefit) have been provided as follows:

4 2003 2002 2001
Current: '

Federal $ 82,475 $ (49,729) $212,138
Foreign 9,204 4,963 (2,799)
State and local 13,808 (8,494) 21,821
105,487 (63,260) 231,160
Deferred (principally federal) (25,755) (20,754) (39,854)

\ $ 79,732 $(74,014) $191,306

Significant components of the Corporation’s deferred tax assets and liabilities at February 28, 2003 and 2002 are as follows:

4 2003 2002
Deferred tax assets:

Employee benefit and incentive plans $ 26,312 $ 27,408
Net operating loss carryforwards 49,632 43,251
Deferred capital loss carryforward 11,394 11,394
Inventory costing 13,707 10,500
Reserves not currently deductible 73,702 94,277
Other 65,004 42,678
239,751 229,508
Valuation allowance (45,253) (44,756)
Total deferred tax assets 194,498 184,752
Deferred tax liabilities:
Depreciation 38,150 46,210
Other 11,844 19,789
Total deferred tax liabilities 49,994 65,999
\_ Net deferred tax assets $144,504 $118,753

Reconciliation of income tax expense (benefit} using the statutory rate and actual income tax exposure is as follows:

[ 2003 2002 2001
Income tax expense {benefit) at statutory rate $ 70,293 $ (68,714) $ 34,522
State and local income taxes, net of federal tax benefit 6,540 (6,386) 3,286
Contested liability — COLI — — 143,581
Deferred capital loss carryforward — — 11,394
Foreign differences (456) 2,153 (6,790)
Other ' 3,355 {1,067) 5,313

\_ Income tax at effective tax rate $ 79,732 $ (74,014) $191,306

Income taxes paid (refunded) were $169,792 in 2003, $(25,664) in 2002 and $(18,174) in 2001. Income tax payments for 2003
include payments for adjustments relating to the Corporation’s corporate-owned life insurance program (COLI).

Deferred taxes have not been provided on approximately
$122,980 of undistributed earnings of foreign subsidiaries since
substantially all of these earnings are necessary to meet their
business requirements. [t is not practicable to calculate the
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deferred taxes associated with these earnings; however, foreign
tax credits would be available to reduce federal income taxes in
the event of distribution. ‘

At February 28, 2003, the Corporation had approximately




$74,878 of foreign operating loss carryforwards, of which
$53,605 have no expiration dates and $21,273 have expiration
dates ranging from 2004 through 2013. In addition, the
Corporation has domestic net operating loss (NOL), foreign
tax credit (FTC) and alternative minimum tax (AMT) credit
carryforwards of approximately $76,606, $3,401 and $944,
respectively. The NOL carryforwards expire between 2009
and 2023. The FTC carryforward will expire in 2008. The

AMT credit carryforward has no expiration.

included in income tax expense in 2001 was a charge for
$143,5681 for tax exposure for the fiscal years ended 1992
through 1999 relating to COLl. The Corporation has reached
a final negotiated settlement with the IRS for these years.
The Corporation’s existing tax liabilities are sufficient to
absorb the remaining settlement amounts and all related

(

.

QUARTERLY RESULTS OF OPERATIONS (UNAUDITED)

Thousands of dollars except share and per share amounts

obligations for all open years.

The following is a summary of the unaudited quarterly results of operations for the years ended February 28, 2003 and 2002:

4 Quarter Ended )
Fiscal 2003 May 31 Aug 31 Nov 30 Feb 28
Net sales $484,230 $396,913 $588,811 $525,906
Gross profit 297,713 203,329 303,524 309,520
Net income (loss) 44,501 (15,785} 46,992 45,398 .
Earnings {loss) per share 0.68 (0.24) 0.71 0.70
Earnings {loss) per share - assuming dilution 0.60 (0.24) 0.62 0.60
Fiscal 2002
Net sales $394,244 $395,112 $575,881 $562,109
Gross profit 161,417 212,241 283,919 332,768
Restructure charges 52,925 — — 3,790
Net (loss) income (80,096) (35,716) 6,625 (13,123)
(Loss) earnings per share* (1.26) (0.56) 0.10 (0.20)

Y (Loss) earnings per share - assuming dilution* (1.26) (0.56) 0.10 (0.20) )

In quarters where the Corporation incurs a net loss, the Corporation does not calculate a dilutive effect on earnings (loss}
per share. Therefore, the sum of the quarterly earnings (loss) per share - assuming dilution may not equal the annual totals.

* In accordance with the non-amortization provisions of SFAS No. 142 (see Note 8), the Corporation eliminated the amortization of goodwill in 2003. The pro
forma effect of applying the non-amortization provisions of SFAS No. 142 for each of the quarters in 2002 would have been to decrease amortization expens‘e by
approximately $3,031 for the quarter ended May 31, 2001; $2,647 for the quarter ended August 31, 2001, $3,799 for the quarter ended November 30, 2001; and
$2,912 for the quarter ended February 28, 2002, and would have resulted in (loss) earnings per share and (loss) earnings per share - assuming dilution of $(1.23),

$(0.53), $0.14 and $(0.18), for each respective quarter.

STOCK PRICES
The high and low stock prices, as reported in the New York Stock Exchange listing, for the years ended February 28, 2003 and 2002:
2003 2002 )
High Low High Low
1st Quarter $23.80 $13.70 $14.50 $9.75
2nd Quarter 21.08 13.25 14.43 9.95
3rd Quarter 18.34 13.15 15.36 11.49
4th Quarter 16.70 12.41 16.00 11.98 )
CASH DIVIDENDS ,
( Dividends per share declared in: 2003 2002 h
2nd Quarter $ — $ 0.10
3rd Quarter — 0.10
$ — $ 0.20
SHAREHOLDERS

At February 28, 2003 the Corporation had approximately 30,000 shareholders.




SELECTED FINANCIAL DATA

Years ended February 28 or 29

Thousands of dolfars except share and per share amounts*

\
-
Summary of Operations
2003 2002 2001 2000
Net sales $ 1,995,860 $ 1,927,346 $ 2,109,852 $ 1,776,788
Gross profit 1,114,089 990,345 1,175,915 1,026,104
Restructure and other charges (gain) — 56,715 — 38,873
Interest expense 79,095 78,599 55,387 34,255
Income (loss) before cumulative effect
of accounting changes 121,106 (122,310) (92,673) 89,999
Cumulative effect of accounting changes, net of tax — — (21,141) —
Net income (loss) 121,106 (122,310) (113,814} 89,999
Earnings (loss} per share:
Before cumulative effect of accounting changes 1.85 (1.92) (1.46) 1.37
Cumulative effect of accouﬁting changes, net of tax - —_ (0.33) —
Earnings (loss) per share 1.85 {1.92) (1.79) 1.37
Earnings (loss) per share — assuming dilution 1.63 (1.92) (1.79) 1.37
Cash dividends per share** . — 0.20 0.62 0.80
Fiscal year end market price per share 13.12 13.77 13.06 17.25
Average number of shares outstanding 65,636,621 63,615,193 63,646,405 65,591,798
Financial Position
Accounts receivable — net $ 309,967 $ 288,986 $ 387,534 $ . 430,825
inventories 278,807 290,804 365,221 249,433
Working capital 535,091 350,142 94,455 518,196
Total assets 2,584,120 2,614,995 2,712,074 2,617,983
Property, plant and equipment additions 31,299 28,969 74,382 50,753
Long-term debt 726,531 853,113 380,124 442,102
Shareholders’ equity 1,077,464 902,419 1,047,190 1,252,411
Shareholders’ equity per share 16.35 14.15 16.49 19.41
Net return on average shareholders’ equity
before cumulative effect of accounting changes 12.2% (12.5)% (8.1)% 6.9
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* Share and per share amounts for 1993 have been restated to reflect the 1994 stock split.

** See quarterly results of operations for detailed table.
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1999 1998 1997 1996 1995 1994 1993
T .
~ 1,787,253 $ 1,778,799 $ 1,770,579 $ 1,669,870 $ 1,580,755 $ 1,524,061 $ 1,479,834
1,091,436 1,048,359 1,024,829 966,677 956,069 901,367 861,556
13,925 (22,125) — 52,061 — — —
29,326 22,992 30,749 24,290 16,871 16,897 26,924
180,222 190,084 167,095 115,135 148,792 130,884 112,288
— — — — — (17,182) —
180,222 190,084 167,095 115,135 148,792 113,702 112,288
2.56 2.58 2.23 1.54 2.00 1.77 155
— - — — — (0.23) —
2.56 2.58 2.23 1.54 2.00 1.54 1.55
2.53 2.55 2.22 1.53 1.98 1.52 1.53
0.94 0.71 0.67 0.62 0.55 0.48 0.42
23.69 45.63 31.00 27.38 29.38 27.88 24.00
70,345,980 73,708,100 74,818,960 74,528,809 74,305,346 73,809,132 72,440,114
390,740 $ 373,594 $ 1375324 $ 353,671 $ 324,329 $ 322,675 $ 276,932
251,289 271,205 303,611 335,074 279,270 243,357 228,123
728,144 506,029 562,148 516,346 531,199 474,280 581,651
2,419,328 2,161,464 2,135,120 2,005,832 1,761,751 1,665,234 1,548,400
60,950 67,898 92,895 91,590 97,290 102,859 77,099
463,246 148,800 219,639 231,073 74,480 54,207 169,381
1,346,611 1,345,217 1,361,655 1,235,022 1,159,541 1,063,442 952,535
19.49 18.90 18.16 16.53 15.61 14.21 13.07
13.4% 14.0% 12.9% 9.6% 13.4% 13.0% 12.4%




MANAGEMENT'S DISCUSSION AND ANALYSIS

L Years ended February 28, 2003, 2002 and 2001

-
)

OVERVIEW

In 2003, the Corporation aligned its cost structure to its
revenue base. The Corporation has embraced a culture of
change and has established a platform for continuous
improvement. As an example, the Corporation recently
announced plans to significantly transform its supply chain
activities in 2004,

The senior management team has established four
strategic initiatives to improve both net sales and pretax

(RESULTS OF OPERATIONS)

The Corporation adopted the Financial Accounting Standards
Board’s Emerging Issues Task Force Issue No. 01-09,
“Accounting for Consideration Given by a Vendor to a
Customer/Reseller” (“EITF 01-09”), effective March 1, 2002.
As a result, certain amounts related to incentive payments,
amortization of deferred costs and other customer benefits in
the prior year financial statements have been reclassified to
conform with the 2003 presentation. For 2002, net sales;
material, labor and other production costs; and selling,
distribution and marketing expenses were reduced by $428.4
million, $55.2 million and $373.2 million, respectively. For
2001, net sales; material, labor and other production costs;
and selling, distribution and marketing expenses were
reduced by $408.9 million, $65.3 million and $343.6 million,
respectively. These reclassifications did not affect net income
(loss) for those periods. Throughout the discussion and
analysis that follow, the amounts referred to include the
reclassifications noted above.

Net Sales Overview

Consolidated net sales for the year ended February 28,
2003 were $2.0 billion, an increase of $68.5 million or 3.6%
over the prior year. The 2002 amount of $1.9 billion
included reductions for credits issued during 2002 for the

income — supply chain transformation, category innovation,
strategic account management and human capital
development. The Corporation is committed to
demonstrating continuous improvement and is confident in
its ability to successfully integrate change. The financial
results for 2003 reflect the success of the 2002 restructure
program, as pretax margins have rebounded from the prior
two fiscal years.

conversion of two of the Corporation’s largest customers to
a scan-based trading business model, as well as for the
elimination of the Forget Me Not brand (“FMN”). The net
sales effect of these two initiatives explains an increase
from 2002 to 2003 of $102.3 million leaving a net sales
decrease from 2002 to 2003 of $33.8 million or 1.7%. The
majority of this shortfall, $22.0 million, is the result of the
net sales impact of businesses divested throughout 2002
while the remaining shortfall of $11.8 million is the result
of continuing operations.

The net sales decrease from ongoing operations of $11.8
million from 2002 to 2003 was the result of several factors
including the loss of certain store doors in the second half of
the year, poor sell through of calendars, and a depressed
market for advertising for the Corporation’s Internet business.

Net sales for 2002 of $1.9 billion were down 8.7% from
2001. The effect of reductions taken during 2002 for the scan-
based trading conversion, the elimination of the FMN product
line, and Stock Keeping Units (“SKU”) reductions resulted in
the majority of this shortfatl. These initiatives drove net sales
in 2002 down from 2001 by 4.9% with the remaining shortfall
of 3.8% due to soft demand in the core business.

The contribution of each major product category as a
percent of net sales for the past three years is:

( 2003 2002 2001 W
Everyday greeting cards 38% 35% 39%
Seasonal greeting cards 18% 18% 18%

Gift wrapping and wrap accessories 18% 17% 16%
All other products 26% 30% 27%

The "all other products” classification includes giftware, party goods, reading glasses, candles, balloons, calendars, custom

display fixtures, educational products and stickers.
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Unit and Pricing Analysis

Total greeting card sales less returns were up 0.5% in 2003
over 2002 but include the favorable impact of sales reductions
in 2002 for scan based trading buybacks, the elimination of
the FMN line, and the SKU reduction initiatives. Adjusting for
these initiatives, combined everyday and seasonal greeting
card sales less returns decreased approximately 2% in 2003.
Virtually all of this decrease was reflected in lower average
prices from the 2002 levels. Total unit sales of greeting cards
remained flat to prior year levels.

In 2003 the Corporation had an increase in sales less
returns of everyday cards of approximately 3.5% over 2002,
with approximately 5.6% of the increase attributable to higher
unit volume, partially offset by a reduction in average selling
prices of 2.1%. Of the 5.6% increase in unit volume,
approximately 4.0 percentage points is the result of scan-
based trading buybacks and other initiatives in 2002. The
remaining 1.6 percentage-point increase in unit sales in 2003
is the result of strong acceptance of the Corporation’s value
priced card products, partially offset by net store losses at two
mass retail accounts and one supermarket chain. The
reduction in average selling prices is primarily the result of a
shift in product mix to more value priced products, which
partially offset a 1.3% increase in the average price of cards at
other price points.

In 2002, after adjusting for the effects of the initiatives
noted above, the market for everyday products was soft for
the Corporation, particularly in the United States and
Australia and unit sales of everyday greeting cards declined
2.9% from 2001. Approximately half of the decline was the
result of the Corporation completing its activities to reduce
inventory levels at certain retailers while the remainder
reflected the continuation of a slightly declining trend in
everyday greeting card consumption. In 2002, the Corporation
experienced a 2.8% decline in its average selling prices for
these everyday cards primarily resulting from the broader
distribution of value priced cards in its overall product mix.
The Corporation views the introduction of lower entry price
points as an important piece of its longer-term strategy.

In 2003, the Corporation had a decrease in seasonal card
sales, net of provisions for returns, of 5.3% from prior year.
Unit sales of seasonal greeting cards in 2003, net of
provisions for returns, were down 2.5% on a consolidated
basis compared to 2002. The unit volume decrease is
primarily the result of net store losses in the United States
market. In addition, the average selling prices for seasonal
cards fell 2.8% in 2003 compared to 2002, primarily driven by
mix shifts in the United States business.

Seasonal card sales, net of provisions for returns,
improved 4.1% from 2001 in 2002. The 2002 performance
represented a reversal of slightly declining trends seen over
the past several years. The Corporation’s greeting card

divisions in the United States, Canada, and the United
Kingdom all experienced improved seasonal card
performance. [n the United States, where sales less returns
increased by 4.4%, the average price was reduced by
approximately 5.8%. Net seasonal card unit sales were up
8.7% in 2002 from 2001 worldwide for the Corporation.

Expenses and Profit Margins

In 2003, the pretax margin of 10.1% represented a significant
improvement over the 2002 pretax margin loss of (10.2%). In
2002, the Corporation incurred reductions to net sales as well
as expense charges for its various initiatives involving
conversion of retailers to scan-based trading, SKU reductions,
plant consolidations, elimination of non-value-added activities,
contractual changes and impairment charges. These initiatives
represented 16.0 percentage points of the 20.3% improvement
in pretax margins. The remaining 4.3 percentage-point net
improvement in pretax margins is primarily the direct result of
effective and sustainable cost reductions experienced
throughout the entire organization during 2003.

Material, labor and other production costs for the year
ended February 28, 2003 were 44.2% of net sales, a decrease
from 48.6% in 2002. Material, labor and other production
costs in 2002 included the following:

* A pretax charge of $49.1 million, net of LIFO valuation
benefits, to reduce the value of inventory in the
Corporation’s domestic operations to net realizable value
associated with its brand rationalization and product line
reduction.

* A pretax reduction of $8.6 million related to the
Corporation’s conversion to scan-based trading.

* Other pretax costs of $19.6 million associated with the
Corporation’s reorganization of its core business,
including equipment moving expenses; fixture, displayer
and signage costs; and production system
enhancements.

Excluding those items, material, labor and other
production costs were 43.2% of net sales in 2002. The
increase in this percentage in 2003 was due primarily to initial
inefficiencies in the consolidation of domestic gift wrap and
candle manufacturing operations. In addition, production
volumes were down as the Corporation improved its net
product sell through on seasonal products, resulting in higher
overhead costs per unit. In 2001, material, labor and other
production costs were 44.3% of net sales. The decrease from
2001 to 2002 was due to favorable production efficiencies.

Selling, distribution and marketing expenses were 31.1%
of net sales for 2003 compared to 35.6% in 2002. Of the 4.5




( MANAGEMENT’'S DISCUSSION AND ANALYSIS )

percentage-point improvement as a percent of net sales
experienced in 2003, approximately 2.7 percentage points is
the result of the Corporation’s previously discussed initiatives
included in 2002 while the remaining improvement of 1.8
percentage points represents the substantial cost reductions
realized through merchandising efficiencies, streamlined
order filling costs, and reduced advertising expenditures.

In 2001, selling, distribution and marketing expenses were
34.4% of net sales compared to 32.9% in 2002 excluding $18.1
million of pretax expenses for the previously discussed
business initiatives. The decrease from 2001 to 2002 was due
to lower marketing costs in the Corporation’s Internet unit, as
well as lower advertising and sales administration expenses,
which more than offset higher field expenses associated with
implementing a new agreement with a major retailer.

Administrative and general expenses were $240.1 million
in 2003, compared to $313.7 million in 2002 and $280.2
million in 2001. The 2002 amount included the costs of the
Corporation’s conversion to scan-based trading of $12.4
million and other charges for the Corporation’s reorganization
efforts of $13.4 million. Excluding those items, administrative
and general expenses in 2003 decreased $47.7 million or
16.6% from 2002. In 2003, bad debt expense for the year was
$7.2 million lower than the prior year. Additionally, the pretax
cost of the corporate-owned life insurance (“COL!") program
was approximately $6 million lower than the prior year,
reflecting the wind-down of a portion of the program.
Reduced costs for postretirement health care of
approximately $6 million reflected changes in participant
contributions and lower executive compensation costs
contributed approximately $15 million to the reduction in
administrative expenses. The increase from 2001 to 2002,
excluding the charges in 2002 noted above, was due in large
part to higher health care and executive compensation costs.

Interest expense was $79.1 million in 2003, corpared to
$78.6 million in 2002 and $55.4 million in 2001. Although
debt levels were generally lower in 2003 compared to 2002,
the 2003 interest expense included the impact of the 11.75%
senior subordinated notes and the 7.0% convertible
subordinated notes for the entire year, while the 2002 amount
included interest expense for those notes for only the eight
months since issuance. Those factors generally offset so that
the 2003 interest expense was up only slightly from 2002.
The increase from 2001 to 2002 was due to the increase in the
debt levels of the Corporation to fund the reorganization and
scan-based trading initiatives and other general purposes.
Higher interest rates on the Corporation’s new credit facilities
also contributed to the increase in interest expense in 2002.

Other (income) expense - net was income of $26.9 million
in 2003 compared to expense of $51.8 million in 2002 and
expense of $16.8 million in 2001. The 2003 amount includes a
pretax gain of $12.0 million (total proceeds of $17.0 million)
on the sale of a marketable security investment held by the
Corporation's United Kingdom subsidiary. Upon the adoption
of Statement of Financial Accounting Standards (“SFAS”)
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No. 142, “Goodwill and Other Intangible Assets,” on March 1,
2002, the Corporation discontinued amortization of its
goodwill in accordance with this Statement. In 2002 and 2001,
other (income) expense - net included $12.4 million and $8.7
million, respectively, of amortization expense related to
goodwill. See Notes 1 and 8 to the Consolidated Financial
Statements for further discussion. In addition, the 2002
amount also included a $37 million impairment charge to
reflect the pretax, non-cash write-down of goodwill associated
with the Corporation’s operations in Australasia as a result of
restructuring the business and to address the general
economic deterioration in the Pacific Rim. Also included in the
2002 amount was a charge of $9.5 million to reflect the
Corporation’s decision to divest of one of its operating units in
the Pacific Rim region and write down the carrying value of
that unit to its estimated fair value. The 2001 amount included
a $32.5 million non-cash charge for the write-down of the
Corporation’s investment in Egreetings Network, Inc.
(“Egreetings”) shares acquired as part of the acquisition of
Gibson Greetings, Inc., as well as an $8.4 million gain on the
sale of a building.

The effective tax rates for 2003 and 2002 were 39.7% and
37.7%, respectively. These rates reflect the United States
statutory rate of 35% combined with the additional net impact
of the various foreign, state and local income tax rates.
Certain of the Corporation’s profitable foreign subsidiary
results have continued to increase the effective tax rate over
the past several years as the Corporation graduaily loses the
tax benefits of foreign losses that helped reduce its effective
rates in the past. :

In 2001, the Corporation recorded a charge of $143.6
million for potential tax exposure for 1992 through 1999
relating to the Corporation’s COLI programs. This exposure
had been previously discussed in periodic filings with the
Securities and Exchange Commission (“SEC”) and sufficiently
provided for the effect of the adjustments by the Internal
Revenue Service (“IRS”) for the disallowance of certain
deductions related to this insurance program. In March 2003,
the Corporation entered into a final setttement agreement
with the IRS regarding the COLI tax dispute. The negotiated
payments were within the Corporation’s previous provisions
and no additional charges were necessary in 2003 or will be
required going forward. As part of the settlement agreement,
the Corporation surrendered certain of its insurance policies.
Additionally, in 2001 the Corporation recorded the write-down
of its investment in shares in Egreetings and established a
valuation allowance equal to the full tax benefit of the write-
down. See Note 16 to the Consolidated Financial Statements
for details of the differences between taxes at the Federal
statutory rate and actual tax expense (benefit).

Cumulative Effect of Accounting Change

In December 1999, the SEC issued Staff Accounting Bulletin
No. 101, “Revenue Recognition in Financial Statements”
(“SAB 101”), which, among other guidance, clarified the



Staff's views on various revenue recognition and reporting
matters. As a result, effective March 1, 2000, the Corporation
adopted a change in its method of accounting for certain
shipments of seasonal product, which carry implied
acceptance provisions. Under the new accounting method
adopted retroactive to March 1, 2000, the Corporation now
recognizes revenue on these seasonal shipments at the
approximate date the merchandise is received by the
customer, commonly referred to in the industry as the ship-to-
arrive date ("STA”), and not upon shipment from the
Corporation’s distribution facility. STA is a more preferable
method of recording revenue due to the large volumes of
seasonal product shipment activity and the lead time required
to achieve customer-requested delivery dates. The cumulative
effect of the change in 2001 resulted in a one-time non-cash
reduction to the Corporation’s earnings of $21.1 million {net of
tax of $12.6 mitlion), or approximately $0.33 per share.

Impact of Initiatives — 2002

In its filing of Form 10-K for the period ended February 28,
2002 and in its subsequent Form 10-Q filings, the Corporation
had discussed the progress on the implementation of its
restructuring and scan-based trading initiatives. Virtually all of
those initiatives were substantially completed in 2002, and the
Corporation incurred total pretax charges of $314.4 million.

The scan-based trading business model represented a
significant change in the Corporation’s traditional business
practices relative to two of its largest customers. The new
relationship redefined risks and responsibilities for both
parties while at the same time strengthening the reliance
upon each other for a true partnering relationship.

The core of this business model rests with the Corporation
providing product to the customer on a consignment basis
with the Corporation recording sales to the retailer at the time
a product is electronically scanned through the retailer’s cash
register. The need for enhanced controls on the part of both
parties requires a high reliance on the compatibility and
coordination of electronic data interchange.

The advance costs of converting to this new business
model were substantial for both parties and indicate the
commitment to a true partnering relationship. For the
Corporation, the single largest financial impact related to the
reversal of previous sales transactions required to revert legal
ownership of the inventory at the customer’s retail stores
back to the Corporation. Following physical inventories
conducted at each store location, the Corporation issued sales
credits totaling $64.9 million to these two customers and all
parties simultaneously modified their electronic inventory
tracking systems accordingly. The Corporation incurred
additional costs, net of inventory credits, of $23.7 million
primarily for the initial inventory counting procedures,
systems enhancements, outside consulting, recognition of
shrink obligations and other costs related to this fundamental
change in the business relationship.

The Corporation also incurred additional pretax charges of
$225.8 million associated with its restructure program. The
primary objectives of the restructure program were to complete
the integration of recent acquisitions, rationalize the product
branding strategy, significantly reduce product line sizes,
consolidate manufacturing operations, and reduce costs
through the elimination of non-value-added activities. The
Corporation established a Project Management Office to charter,
scope and track the progress of various restructuring initiatives
to assure achievement of the objectives. By February 28, 2002,
all projects had been completed or were substantially complete
and the Corporation did not expect to incur any additional
charges related to these projects going forward. The costs for
these projects are summarized as follows:

* A pretax restructuring charge of $56.7 million. This
pretax charge included $39.0 million for the
consolidation and rationalization of certain of the
Corporation’s domestic and foreign manufacturing and
distribution operations. These costs relate directly to
employee severance and benefit termination costs, lease
termination costs, and certain other costs required to
exit certain facilities. In addition, the restructuring
charge includes $17.7 million related to the completion
of contractual changes with an online partner of the
Corporation’s Internet unit.

* A reduction in net sales of $16.2 million for the elimination
of the FMN brand and other product line size reductions.

* A pretax charge of $49.1 million to reduce the value of
inventory in the Corporation’s domestic and Canadian
operations to net realizable value associated with the
brand rationalization and product line size reduction,
highlighted by the elimination of the Corporation’s FMN
product brand.

* A pretax charge of $46.5 million to reduce the carrying
value of the net assets of two of the Corporation’s under-
performing foreign operating units in the Pacific Rim.

* A pretax charge of $57.3 million for other costs related to
the restructure efforts, primarily involving field
execution, program administration, moving and training
costs, fixed asset eliminations, and similar costs incurred
at certain of the foreign subsidiaries.

in a related phase of its restructuring efforts, the
Corporation realigned its borrowing capabilities and
increased its potential debt capacity to approximately $1.3
billion. The new facilities are comprised of a balanced mix of
senior notes, convertible notes, term loans, secured credit
facilities and revolving credit facilities, all with varying
maturities and interest rates.

@)
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On June 22, 2001, the Corporation entered into
agreements to sell $175 million of 7.00% convertible
subordinated notes due in 2006 and $260 million of 11.75%
senior subordinated notes due in 2008 to qualified
institutional investors. The convertible notes outstanding
could potentially result in the issuance of 12.6 million shares
of the Corporation’s Class A Common Stoack. The
transactions, which closed on June 29, 2001, resulted in net
proceeds to the Corporation of approximately $414.3 million,
after deducting underwriting discounts and transactional
expenses. The Corporation used the net proceeds from these
offerings to repay indebtedness and to provide funds for
other general corporate purposes. On August 28, 2001, the
Corporation filed Form S-3 and Form S-4 with the SEC to
register these debt offerings.

On August 9, 2001, the Corporation entered into a new
$350 million senior secured credit facility that was reduced to
$320 million on July 22, 2002. It consists of three tranches: a
$75 million, 364-day revolving credit facility, a $120 million
revolving credit facility maturing January 15, 2006, and a $125
million term loan maturing June 15, 20086, of which $118
million was outstanding at February 28, 2003. On April 7,
2003, the Corporation paid the entire $118 million outstanding
amount of this term loan. On July 22, 2002, the Corporation
exercised its option on the 364-day revolving facility for an
additional 364 days. At the request of the Corporation, the
facility was reduced from $105 million to $75 million. The
credit facility contains various restrictive covenants which
require, among other things, that the Corporation meet

specified periodic financial ratios, minimum net worth and
earnings requirements. The credit facility provides for certain
restrictions on the Corporation’s ability to incur additional
indebtedness to acquire other businesses and entities, and to
pay shareholder dividends. At February 28, 2003, the
Corparation is in compliance with all its debt covenants.
Based on the strong improvement in its balance sheet, the
Corporation has modified its debt covenants and expects to
be in compliance throughout 2004. As a final piece of the debt
realignment, the Corporation also entered into a three-year,
$250 million credit facility secured by certain trade accounts
receivable. At the request of the Corporation, on August 6,
2002, the agreement was amended reducing the available
financing from $250 million to $200 million.

Restructuring Activities - 2002
During 2002, the Corporation recorded a $56.7 million
restructure charge as discussed above. This restructure
charge included $29.0 million for employee termination
benefits, $2.1 million for facility rationalization costs, $1.5
million for lease exit costs, $17.7 million for a change in the
contractual relationship with a partner of the Corporation’s
Internet unit and $6.4 miilion of other costs. In total,
approximately 1,600 positions were eliminated, comprised of
approximately 1,200 hourly and 400 salaried positions. All
activities were substantially completed by February 28, 2002.
The following table summarizes the provisions and
remaining reserve associated with the restructure charge at
February 28, 2003:

4 Facility Change in h
Termination Rationalization Lease Exit Contractual Other

{Thousands of dollars) Benefits Costs Costs Relationship Costs Total
Provision in 2002 $ 29,053 $ 2,054 $ 1,500 $17,727 $ 6,381 $ 56,715
Naon-cash charge — — — (17,727) — (17,727)
Cash expenditures (11,076) (1,829} — — (6,300) (19,205)
Balance February 28, 2002 17,977 225 1,500 — 81 19,783
Cash expenditures (13,936) (185) (1,401) — (81) (15,603)

@Iance February 28, 2003 $ 4,041 $ 40 $ 99 $ — $ — $ 4,180

Included in accrued liabilities at February 28, 2003 is $4.2 million representing the portion of severance and other exit costs
not yet expended. The payment of certain termination benefits will not be completed until 2006.

Net Income (Loss) and Earnings (Loss) Per Share

The net income of $121.1 million or $1.63 per share in 2003
compared to a net loss of $122.3 million or $1.92 per share in
2002. However, the net loss in 2002 was significantly
impacted by the restructuring and other charges discussed
above; the total impact of these charges was to reduce pretax
earnings by $314.4 million. The net loss of $113.8 million or
$1.79 per share for 2001 included non-cash charges of $143.6
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million for disputed deductions with the IRS relating to the
Corporation’s COLI programs and $32.5 million for the write-
down of the Corporation’s 19.6% investment in shares of
Egreetings. Also included was a charge of $21.1 million for
the cumulative effect of accounting changes related to the
recording of certain seasonal shipments required by the
issuance of SAB 101.



CSEGMENT lNFORMATlON)

The Corporation is organized and managed according to a
number of factors, including product categories, geographic
locations and channels of distribution.

The Social Expression Products segment primarily
designs, manufactures and sells greeting cards and other
products through various channels of distribution with mass
retailers as the primary channel and is rhanaged by
geographic location. As a result of the Corporation’s
restructure efforts in 2002, the Plus Mark; Inc. subsidiary has
been reclassified to the Social Expression Products segment.
This reflects the integration of the production of the
domestic gift wrap and boxed card product into that
subsidiary and its integration with the Social Expression
Products’ operations. This subsidiary now has a substantial
mix of both everyday and seasonal products and as a result
has similar economic characteristics with the Social
Expression Products segment. This subsidiary previously
was included in non-reportable segments, and the prior year
amounts have been reclassified to conform to the current
year. presentation. As permitted under SFAS No. 131,
“Disclosures about Segments of an Enterprise and Related
Information,” certain operating divisions have been
aggregated into the Social Expression Products segment.
These operating divisions have similar economic
characteristics, products, production processes, types of
customers and distribution methods. ' ’

The Corporation owns and operates approximately 600
card and gift retail stores in the United States and Canada
through its Retail Operations segment. The stores are
primarily located in malls and strip shopping centers.
The stores sell products purchased from the Social
Expression Products segment and products purchased
from other véndors. Upon the adoption of EITF 01-09, as
discussed above, the Retail Operations segment now
meets the revenue threshold for separate disclosure
required under SFAS No. 131. This segment was
previously included in the non-reportable segments, and
the prior year amounts have been reclassified to conform
fo the current year presentation.

AmericanGreetings.com; Inc. is an Internet-based provider
of greetings and other social communication content to
consumers and Internet-based businesses.

Social Expression Products Segment

in 2002, the effect of the conversion to scan-based trading
for two major United States customers was to reverse sales
and the related cost of sales of product that had previously
been shipped to those customers. In addition, the
elimination of the Corporation’s FMN brand and the
associated product line size reduction resulted in credits
being granted to customers for already-sold product that

was eliminated from the ongoing product offerings. The
Corporation also undertook a number of other restructuring
and reorganization initiatives during the year. For
management evaluation of its operating segments, the
effects of these initiatives were excluded from the internal
reporting and evaluation of the performance of the
operating segments. These items are reported consistently
in Note 3 to the Consolidated Financial Statements. ‘

The net sales of the Social Expression Products segment
decreased $21.1 million or 1.3% from 2002 to 2003. The
decrease reflected the continued weak market demand in
Australia, poor sell through on calendar prodtcts in the
United States and a reduction in seasonal card shipments in
an effort to further reduce return rates in all of the greeting
card markets. In the United States, the impact of net store
losses at several retailers was primarily offset by increased
acceptance of the Corporation’s entry price products.

Overall, unit sales of everyday greeting cards increased
approximately 5.6% from 2002 to 2003, with higher unit
volume in the United States and the United Kingdom more
than offsetting decreases in the other international
operations, including Australia. In the United States,
approximately 4.0 percentage points of the increase is the
result of prior year initiatives to convert to scan based trading
and eliminations of the FMN product line. Everyday card
prices decreased approximately 2.1% in 2003 from 2002,
particularly in the United States. Unit sales of seasonal
greeting cards decreased approximately 2.5% from 2002 to
2003 while seasonal card prices declined approximately 2.8%
in 2003 from 2002.

The net sales of the segment decreased 5.2% from 2001 to
2002, as unit sales of everyday greeting cards decreased
significantly in the United States and Australia, and to a lesser
extent in Canada. However, net sales of seasonal cards in this
segment were up approximately 4% in 2002 from 2001.

Segment earnings increased $53.9 million or 21.3% from
2002 to 2003. Improved earnings in the United States and the
United Kingdom more than offset declines in Australia from
2002 to 2003. The increase in earnings reflects operating
expense reductions in several areas as a result of the
restructuring activities in 2002, particularly order filling, field
sales, merchandiser and administration expenses.

Segment earnings decreased 7.2% in 2002 from 2001,
which was due to the lower sales of higher-margin everyday
greeting cards in the United States. Earnings were improved,
however, in other countries where the Social Expression
Products segment has operations, including Canada, the
United Kingdom, Mexico and South Africa. The improvement
in these countries was attributable to benefits relating to the
various restructure and other cost-saving initiatives
undertaken in 2000.
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Retail Operations

Net sales in the Retail Operations segment decreased $3.4
million or 1.3% in 2003 from 2002, after decreasing $3.1
million or 1.1% in 2002 from 2001. Comparable same-store
sales, however, were slightly up in 2003 from 2002. In 2003,
the Corporation closed 28 stores and opened 11 new stores
and ended the year with 603 operating outlets.

Segment profits, however, increased $0.2 million or 1.1%
in 2003 from 2002, reflecting expense reductions that more
than offset the lower sales level and continued emphasis on
improving the overall portfolio of stores by closing poor
performing locations. Segment profits decreased $3.9 million
in 2002 from 2001, as the savings in expenses did not offset
the decline in sales.

AmericanGreetings.com, Inc. Segment
In March 2001, AmericanGreetings.com, Inc. acquired
Egreetings Network, Inc., a company that operated an
online card and entertainment Internet site. In September
2001, AmericanGreetings. com, Inc. acquired the
BlueMountain.com division of At Home Corporation. The
BlueMountain.com division also operated an online card and
entertainment Internet site.

Net sales of AmericanGreetings.com, Inc. decreased $5.1
million or 12.9% in 2003 from 2002, reflecting a $16.1 million
decrease in advertising revenue that was only partially offset

(LIQUIDITY AND CAPITAL RESOURCE@

Cash flow from operations provided $77.0 million in 2003
compared to $36.4 million in 2002 and $109.8 million in 2001.
The overall increase from 2002 to 2003 reflects the
improvement in net income, a significant shift in deferred
costs-net amounts between 2002 and 2003 as amortization
exceeded payments, and continued improvements in working
capital, partially offset by a payoff of the Corporation’s COLI
tax settlement and the discretionary funding of the Gibson
Retirement Income Plan, a defined benefit plan.

Accounts receivable, net of the effect of acquisitions and
divestitures, used $15.6 million in cash in 2003, compared to
generations of $94.9 million in 2002 and $29.2 million in 2001.
The decrease of $94.9 million in 2002 reflected strong cash
collections during the year, aided in part by the conversion to
scan-based trading for two major customers. Upon
conversion to scan-based trading, customer payment terms
improved and leveled seasonal peaks in their accounts
receivable.

Inventories, net of the effects of acquisitions and
divestitures, decreased $18.3 million in 2003, compared with
a decrease: of $63.9 million in 2002 and an increase of $46.6
million in 2001. The decrease in 2003 reflects the favorable

by an increase in the subscription-fee based business that
began in December 2001. By the end of 2003, the Corporation
had approximately 2 million paid subscribers. Net sales
increased 63.0% in 2002 compared to 2001, as a strong
advertising market drove this revenue from $17.4 million in
2001 to $30.5 million in 2002.

AmericanGreetings.com, Inc. continued to make progress in
2003 in terms of profitability. Earnings increased to a profit of
$0.5 million from the 2002 loss of $2.1 million. The segment
loss of $2.1 million in 2002 excludes a $17.7 million charge
related to the completion of contractual changes with an online
strategic partner. The reduction in the segment loss from $36.1
million in 2001 was due to the higher revenues as weli as iower
expenses due to the contractual changes noted above.

Unallocated Items

Centrally incurred and managed costs and charges for the
previously identified business initiatives are not allocated
back to the operating segments. The unallocated items
include interest expense of $79.1 million in 2003 on centrally-
incurred debt and domestic profit-sharing expense of $13.6
million. In addition, the costs associated with corporate
operations including the senior management staff, corporate
finance, legal, human resource functions, insurance programs
and certain other programs, among other costs, are included
in the unallocated items totaling $53.5 million.

impacts of plant consolidations and SKU reductions
undertaken in the prior year, as well as reduced seasonal card
production as gross outbound shipments were reduced in an
effort to control return rates. The decrease in 2002 included
inventory write-downs of $49.1 million, net of LIFO valuation
benefits, recorded during the year, combined with the
eliminations of the FMN product line, but partially offset by a
$17 million increase related to the Corporation’s conversion to
scan-based trading.

Deferred costs - net represents payments under
agreements with retailers net of the related amortization of
those payments. During 2003, amortization exceeded
payments by $39.7 million; in 2002, payments exceeded
amortization by $124.8 million. The 2002 amount reflected
the Corporation’s significant expansion of its agreements with
three major customers while the 2003 amount reflects a lower
level of additions for new or amended contracts. In 2001,
amortization exceeded cash payments by $4.1 million.
Payments are made under new, existing, amended and
extended agreements, and a portion of the year-to-year
fluctuation in these amounts is due to the timing of various
payment and effective dates of the agreements. However,



these deferred costs are amortized against operations over
the estimated periods of the agreements, so that the effect on
earnings approximates the associated revenue streams. Total
commitments under the agreements are capitalized as
deferred costs when the agreements are consummated, and
any future payment commitments are recorded as liabilities at
that time. See Note 9 to the Consolidated Financial
Statements for further discussion of deferred costs related to
customer agreements. See “Critical Accounting Policies”
below for further discussion related to the accounting
treatment of customer agreements.

Accounts payable and other liabilities decreased $106.1
million in 2003 compared to a decrease of $37.2 million in
2002 and an increase of $87.3 million in 2001. The decrease
in 2003 was due primarily to payments to settle the disputed
income tax liability associated with the Corporation’s COLI
program. The decrease in 2002 was due to decreases in
income taxes payable and dividends payable, offset partially
by the liabilities established in connection with the 2002
restructure charge, primarily for employee severance
payment obligations. The decrease in income taxes payable
reflected the tax benefits of the loss incurred by the
Corporation in 2002, and the decrease in dividends payable
reflected the elimination of quarterly shareholder dividend
payments. The increase in 2001 was due to the increase in
income taxes payable that year for the recording of $143.6
million for the COLI tax exposure, partially offset by cash
payments associated with the 2000 restructuring activities
and with the integration costs of acquisitions.

The net amount of $22.5 million used for business
acquisitions and divestitures in 2002 represents the cash price
paid of $35.0 million for the BlueMountain.com acquisition,
less $12.5 million received in the sale of a domestic business
unit, M&D Balloons. The 2001 amount of $180.0 million
includes primarily the net cash payments of $139 million
made that year for the completion of the acquisition of
Gibson and $31 million paid for the acquisition of CPS.

Capital expenditures were $31.3 million in 2003, up slightly
from $29.0 million in 2002, as the Corporation continued to
limit capital expenditures to only projects with high internal
rates of returns or critical operating necessities. In 2001,
capital expenditures were $74.4 million. The 2001 amount
included $14 million of investments in facilities and
manufacturing equipment in the United Kingdom in order to
increase operating efficiency and enable facility
rationalization. In addition, capital expenditures in 2001
included $7.3 million for the expansion of the acquired
Contempo party goods manufacturing facility and $4.5 mitlion
related to the Gibson acquisition,

Investing activities other than acquisitions, divestitures and
capital expenditures provided $44.6 million in 2003, compared
to using $20.0 million in 2002 and providing $59.2 million in

2001. The COLI program provided $10.0 million during 2003
as the Corporation took further steps to wind down the
program, and the sale of a marketable security investment
held by the Corporation’s United Kingdom subsidiary provided
$17.0 million. The $20.0 million cash use in 2002 reflected
additional cash required for the Corporation’s COLI program
that year. The cash provided in 2001 included $20.3 million of
cash proceeds from the sale of a building and the settlement
of a $15 million supply agreement loan.

Net cash provided from financing activities was $13.3
million in 2003. This increase was primarily due to $21.5
million provided by the exercise of stock options under
employee benefit plans. The net increase of $116.7 million in
short-term debt and the reduction of $124.8 million in long-
term debt reflects the reclassification of the term loan
agreements from long-term to short-term, as the Corporation
will retire those outstanding loans in 2004,

In 2002, cash provided by financing activities was $86.1
million. The net increase in long-term debt of $473.3 million
and the reduction of short-term debt reflected the
Corporation’s realignment of its borrowing facilities, including
$260 million of 11.75% senior subordinated notes, $175
million of 7.00% convertible subordinated notes, and the
borrowings made under the $320 million senior secured
credit facility. These notes and the credit facility are
discussed in more detail above and in Note 10 to the
Consolidated Financial Statements. In 2002, the Corporation
had negligible transactions affecting its outstanding shares,
as there was limited stock option activity due to the lower
market price of the Corporation’s publicly-traded Class A
shares, and the Corporation did not make any significant
purchases of treasury shares.

In 2001, cash provided from financing activities was $78.8
million, primarily as a result of an increase in short-term
borrowings to fund the Gibson and CPS acquisitions. During
2001, the Corporation purchased 1.0 million Class A shares at
an average price of $20.56 per share or $21 million.
Additionally in 2001, the Corporation purchased 1.2 million
Class A shares in connection with the CPS acquisition at an
average price of $20.36 per share or $24.4 million. In total in
2001, 2.2 million Class A shares were purchased at an
average price of $20.46 or approximately $45 million.

A total of $26.6 million was paid as dividends to
shareholders during 2002. This reduction from $52.7 million
in 2001 was due to the suspension of guarterly dividend
payments after the $0.10 per share dividend declared in
September 2001 and paid in December 2001.

The Corporation’s operating cash flow and existing credit
facilities are expected to meet currently anticipated funding
requirements. The seasonal nature of the business results in
peak working capital requirements which are financed
through short-term borrowings.
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( MARKET RISK )

During 2002, the Corporation entered into an exclusive supply
agreement with a major customer. The agreement provided
for certain advances and allowances to be earned over the
length of the commitment. Subsequent to entering into the
agreement, the customer filed for Chapter 11 protection. The
customer has assumed the supply agreement with the
Corporation in its plan of reorganization, which was
approved on April 22, 2003. The Corporation expects that the
customer will satisfy its purchase commitments under the
terms of the agreement. o

The Corporation maintains adequate reserves for deferred
contract costs related to supply agreements and does not
expect that the non-completion of any particular contract
would result in a material loss.

The Corporation’s market risk is further impacted by
changes in interest rates and foreign currency exchange rates.
The Corporation manages interest rate exposure through a
mix of fixed and floating rate debt. A significant portion of
the Corporation’s debt has fixed rates, limiting its exposure to
fluctuations in interest rates. To date, risks associated with

interest rate movements have not been significant and are not
expected to be so in the near term.

Approximately 18% of the Corporation’s 2003 net sales
were generated from operations outside the United States.
Operations in Australasia, Canada, Mexico, South Africa and
the United Kingdom are denominated in currencies other than
United States dollars. Each of these operations conducts
substantially all of its business in its local currency and is not
subject to material operational risks associated with
fluctuations in exchange rates. The Corporation’s net income
was not materially impacted by the translation of the foreign
operations’ functional currencies into United States dollars.
Exposure to exchange rate fluctuations historically has not
been significant; however, no assurance can be given that
future results will not be adversely affected by significant
changes in foreign currency exchange rates.

Contractual Obligations
The following chart reflects the Corporation’s contractual
obligations as of February 28, 2003:

4 Payment Payment )
Commitments Commitments
Short and Under Agreements  Under Royalty Severance
(Thousands of dollars) Long-Term Debt Leases with Customers Agreements & Retentibn Total
2004 $133,180 $ 51,426 $ 92,005 $10,278 $9,893 " $ 296,782
2005 80 39,338 27,180 13,941 2,134 82,673
2006 — 32,688 4,799 12,520 874 50,881
2007 175,000 28,129 2,301 313 — 205,743
2008 — 24,068 400 100 - 24,568
- Thereafter ) ‘ 551,451 54,458 — — ) - 605,909
\_ $859,711 $230,107 $126,685 $37,152 $12,901 $1,266,556

Excluded from the foregoing table are open purchase orders at February 28, 2003 for raw materials and supplies used in the

normal course of business.

(CRITICAL ACCOUNTING POLICIES)

The consolidated financial statements of the Corporation are
prepared in accordance with accounting principles generally
accepted in the United States, which requires the Corporation
to make estimates and assumptions (see Note 1 to the
Consolidated Financial Statements).

The Corporation exercises considerable judgment in
establishing estimates for certain critical accounting policies
which could have a material impact in the preparation of |ts
consolidated flnanCIal statements:

Allowance for Doubtful Accounts
The Corporation evaluates the collectibility of its accounts
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receivable based on a combination of factors. In
circumstances where the Corporation is aware of a
customer’s inability to meet its financial obligations (e.g.,
bankruptcy filings), a specific reserve for bad debts against
amounts due is recorded to reduce the receivable to the
amount the Corporation reasonably expects will be collected.
in addition, the Corporation recognizes reserves for bad debts
based on estimates developed by using standard quantitative
measures incorporating historical write-offs and current
economic conditions. The establishment of reserves requires
the use of judgment and assumptions regarding the potential
for losses on receivable balarnces.: Although the Corporation
considers these balances adequate and proper, changes in



economic conditions in the retail markets in which the
Corporation operates could have a material effect on the
required reserve balances.

Goodwill

Goodwill represents the excess of purchase price over the
estimated fair value of net assets acquired in business
combinations accounted for by the purchase method. On
March 1, 2002, the Corporation adopted SFAS No. 142,
“Goodwill and Other Intangible Assets”. This Statement,
which superceded APB Opinion No. 17, “Intangible Assets”,
eliminates the requirement to amortize goodwill and
indefinite-lived intangible assets, addresses the amortization
of intangible assets with a defined life and addresses the
impairment testing and recognition for goodwill and
intangible assets. SFAS No. 142 applies to goodwill and
intangible assets arising from transactions completed before
and after the Statement’s effective date. Upon adoption, the
Corporation discontinued amortization of its goodwill in
accordance with this Statement but performs an annual test
for goodwill impairment. To test goodwill for impairment, the
Corporation is required to estimate the fair market value of
the reporting units. This fair market value model incorporates
the Corporation’s estimates of future cash flows, estimated
allocations of certain assets and cash flows among reporting
units, estimates of future growth rates and management'’s
judgment regarding the applicable discount rates to use to
discount those estimated cash flows. Changes to
management’s judgments and estimates could result in a
significantly different estimate of the fair market value of the
reporting units, which could result in an impairment of
goodwill. The Corporation will complete its annual test for
impairment at the beginning of its fourth quarter.

Deferred Costs
In the normal course of its business, the Corporation enters
into agreements with certain customers for the supply of
greeting cards and related products. The Corporation views
the use of such agreements as advantageous in developing
and maintaining business with its retail customers. Under
these agreements, the customer typically receives from the
Corporation a combination of cash payments, credits,
discounts, allowances and other incentive considerations to be
earned by the customer as product is purchased from the
Corporation over the stated time period of the agreement to
meet a minimum purchase volume commitment. The
agreements are negotiated individually to meet competitive
situations and therefore, while some aspects of the agreements
may be similar, important contractual terms vary. The
agreements may or may not specify the Corporation as the sole
supplier of social expression products to the customer.
Although risk is inherent in the granting of advances, the

Corporation subjects such customers to its normal credit '

review. In circumstances where the Corporation is aware of a
particular customer’s inability to meet its performance

obligation, the Corporation records a specific reserve to
reduce the deferred cost asset to the Corporation’s estimate
of the value of future cash flows based upon expected
performance. lLosses attributed to these specific events have
historically not been material. The balances and movement
of the valuation reserve accounts are disclosed on an annual
basis on Schedule |l of the Annual Report on Form 10-K filed
by the Corporation.

For contractual arrangements that are based upon a
minimum purchase volume commitment, the Corporation
periodically reviews the progress toward the volume
commitment and estimates future sales expectations on an
individual customer agreement basis. Factors that can affect
the Corporation’s estimate include store openings and
closings, retail industry consolidation, amendments to the
agreements, consumer shopping trends, addition or deletion
of participating products, and product productivity. Based
upon its review, the Corporation may modify the remaining
amortization periods of individual agreements to reflect the
changes in the estimates for the attainment of the minimum
volume commitment in order to align amortization expense
with the periods benefited. The Corporation does not make
retroactive expense adjustments to prior fiscal years. The
aggregate average remaining life of the Corporation’s
contract base is 6.5 years.

The accuracy of the Corporation’s assessments of the
performance-related value of a deferred cost asset related to a
particular agreement and of the estimated time period of the
completion of a volume commitment is based on
management’s ability to accurately predict certain key
variables such as product demand at retail, product pricing,
customer viability and other economic factors. Predicting
these key variables involves uncertainty about future events;
however, the assumptions used are consistent with the
Corporation’s internal planning. If the deferred cost assets
are assessed to be recoverable, they are amortized over the
periods benefited. If the carrying value of these assets is
considered to be not recoverable through performance, such
assets are written down as appropriate.

Sales Returns

The Corporation provides for estimated returns of seasonal
cards in the same period as the related revenues are recorded.
These estimates are based on historical sales returns, the
amount of current year seasonal sales and other known factors.
Estimated return rates utilized for establishing estimated
returns reserves have approximated actual returns experience.
However, actual returns may differ significantly, either
favorably or unfavorably, from the estimates if factors such as
the historical data the Corporation uses to calculate these
astimates does not properly reflect future returns or as a result
of changes in economic conditions of the customer and/or its
market. The Corporation regularly monitors its actual
performance to estimated rates and the losses attributable to
any changes have historically not been material.

@___
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(NEW ACCOUNTING PRONOU NCEMENTS)

In October 2001, SFAS No. 144, “Accounting for the
Impairment or Disposal of Long-Lived Assets”, was issued.
This Statement, which supersedes SFAS No. 121,
"Accounting for the Impairment of Long-Lived Assets and for
Long-Lived Assets to Be Disposed Of”, provides a single
accounting model for the disposal of long-lived assets.
Although retaining many of the fundamental recognition and
measurement provisions of SFAS No. 121, the Statement
significantly changes the criteria that would have to be met to
classify an asset as held-for-sale. Assets held-for-sale are
stated at the lower of their fair values or carrying amounts
and depreciation is no longer recognized. The Corporation
adopted this statement effective March 1, 2002.

In April 2002, SFAS No. 145, “Rescission of FASB
Statements No. 4, 44 and 64, Amendment of FASB Statement
No. 13 and Technical Corrections”, was issued. SFAS No. 145
is effective for fiscal years beginning after May 15, 2002.
SFAS No. 145 requires that debt extinguishment must meet
the criteria under APB Opinion No. 30 to be classified as an
extraordinary item. This Statement also amends SFAS No. 13
to require sale-leaseback accounting for certain lease
modifications that have economic effects similar to sale-
leaseback transactions. The Corporation does not believe that
adoption of this Statement will have a material impact on the
financial statements of the Corporation.

In June 2002, SFAS No. 146, “Accounting for Exit or
Disposal Activities”, was issued. SFAS No. 146 is effective for
disposal activities initiated after December 31, 2002. SFAS No.
146 requires that liabilities for one-time termination benefits
that will be incurred over future service periods should be
measured at the fair value as of the termination date and
recognized over any future service period. These liabilities

CFACTORS THAT MAY AFFECT FUTURE RESULTS )

The Corporation believes that the restructuring and
reorganization activities it completed in 2002 will strengthen its
position in the social expression industry. However, other
potential challenges in the economic environment in which it
operates may have negative impacts on the Corporation and its
operating results in the future. These challenges include a
potential decrease or deterioration of the sales levels of
greeting cards, both in price and volume, purchased by the
ultimate consumer at the Corporations’ customers’ retail
locations, which may be affected in the future.

The Corporation has maintained a strong customer base in
a wide variety of channels of distribution through its
investment in deferred costs related to its agreements with
certain retailers and other competitive arrangements. The
agreements have lessened the impact to the Corporation from
loss of business due to the retailer consolidations in recent
years. These agreements have been a strategic element of
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should be adjusted for subsequent changes resulting from
revisions to either the timing or amount of estimated cash
flows, discounted at the original credit-adjusted risk-free rate.
Interest on the liability would be accreted and charged to
expense as an operating item. In the normal coursé of
business, in the fourth quarter of 2003, the Corporation
undertook numerous individual and independent cost
reduction programs that included charges for employee
severance costs. While none of the independent programs
were material individually, aggregate severance costs of $8.9
million for approximately 500 positions were recorded at the
end of 2003. All affected employees were notified of
termination prior to February 28, 2003, and were terminated in
early 2004. All severance is expected to be paid by the end of 2004,

In November 2002, FASB Interpretation (FIN) No. 45,
“Guarantor’s Accounting and Disclosure Requirements for
Guarantees, Including Indirect Guarantees of Indebtedness of
Others”, was issued. FIN No. 45 elaborates on the
disclosures to be made by a guarantor in its interim and
annual financial statements about its obligations under
certain guarantees that it has issued. It also clarifies that a
guarantor is required to recognize, at the inception of a
guarantee, a liability for the fair value of the obligation
undertaken in issuing the guarantee. The initial recognition
and initial measurement provisions of FIN No. 45 are
applicable on a prospective basis to guarantees issued or
modified after December 31, 2002 irrespective of the
guarantor’s fiscal year-end. The disclosure requirements in
FIN No. 45 are effective for financial statements of interim or
annual periods ending after December 15, 2002. No
additional disclosures are required by the Corporation related
to this Interpretation.

the Corporation’s growth and the financial condition of the
retail customers is continually monitored and evaluated to
reduce risk.

The statements contained in this document that are not
historical facts are forward-looking statements. Actual results
may differ materially from those projected in the forward-
looking statements. These forward-looking statements
involve risks and uncertainties, including but not limited to
retail bankruptcies and consolidations, successful integration
of acquisitions, a weak retail environment, consumer
acceptance of products as priced and marketed, the impact of
technology on core product sales and competitive terms of
sale offered to customers. Risks pertaining specifically to the
Corporation’s electronic marketing business include the
viability of Internet advertising as a generator of revenue and
the public’s continued acceptance of paid Internet greetings
and other social expression products.
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Chairman’s Award Grand Winners

At American Greetings, we encourage and reward achievement, initiative and effort among all our associates. In order
to model exemplary behavior for all of our associates, we continued the tradition of honoring associate excellence with
our Chairman'’s Award program in fiscal 2003. Now in its sixth year, the program recognizes people who distinguish
themselves in five separate areas. We offer our congratulations to this year’s grand winners, which are profiled here.

customer service
The New York metro district team of:

Jose Cabrera, area supervisor Renee Sturek, area supervisor
Jose Riba, area supervisor Tony Whitaker, district sales manager
Roseann Salvato, area supervisor

This team pulled together and upheld its commitment to providing superior
customer service, despite extremely difficult conditions in the wake of the
Sept. 11 tragedies in New York City.

innovation
Terrill Bohlar,

senior photographer

personal initiative

Steve Morrison,
health and safety
administrator,

Danville Dist. Center

team leadership
Luke Eliadis,

director of sales information

Terrill is solely responsible for Steve has helped to change the Luke fed one of the key components

the creative concept behind our culture of the Danville plant by of our recent restructuring — last

remarkably successful Twisted installing several new safety year’s monumental brand

Whiskers greeting card program. programs that have not only conversion and sku reduction
reduced worker compensation program, which involved 20,000
costs by $166,000, but have retail accounts and a product line
boosted associate morale and reduction of 33 percent.

enthusiasm as well.

community service (co-winners)
Judy Harber,
lithography operator,

David Reese,
director of research

Ripley Plant
Throughout the past 20 years, Judy has worked David and his wife, Pam, have given their time, love
with mentally and physically challenged people by and home to special needs children over the past 22
teaching Sunday school and by spending a week years. Not only have they been foster parents to 20
of her vacation time each year at a summer camp children, but they have also adopted five children,
with her group. all of whom have special needs.

By working together, associates have made American Greetings a great company. More importantly, their
commitment to our strategic initiatives will help us become an even greater company in the future.
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Investor Information

Corporate Address

American Greetings Corporation
World Headquarters

One American Road

Cleveland, Ohio 44144-2398
Telephone: (216) 252-7300
Facsimile:  (216) 252-6777

Corporate Web Site
corporate.americangreetings.com

Annual Meeting

The 2003 Annual Shareholders’
Meeting will be held at

2:30 p.m., June 27, 2003,

at the Corporation’s World
Headquarters.

Stock Exchange Listing
American Greetings Class A
common stock is listed on the
New York Stock Exchange under
the symbol AM. Quotes on the
common stock can be obtained
in most daily newspapers and
online services.

Registrar and Transfer Agent
Shareholders with questions
about their records, certificates,
transfers, name changes and
other services should contact:

National City Bank

P.O. Box 94946

Cleveland, Ohio 44101-4946

Shareholder Information
American Greetings offers
Class A shareholders a conven-
ient and cost-effective way to
increase ownership in

the Company through our
Stock Purchase Program.

The program enables Class A
shareholders to make voluntary
cash payments for additional
shares of the Company’s Class A
common stock without paying
brokerage fees. For a program
brochure and enrollment form,
write to: '

National City Bank

Reinvestment Services

P.O. Box 94946

Form 10-K

A copy of the Corporation’s Form
10-K, excluding Exhibits, as filed
with the Securities and Exchange
Commission, may be obtained
without charge by addressing a
request to the Corporate Secretary.
A copy of Form 10-K is also avail-
able on the SEC filings page from
the Investor Relations section of the
American Greetings Corporate
Web site at corporate.american
greetings.com.

Corporate News Releases
Corporate news releases are
issued through PR Newswire and
First Call. PR Newswire is available
via mast online services, PR
Newswire's Web site or on the
Investor Relations section of the
American Greetings Corporate
Web site at corporate.american
greetings.com.

Inquiries for Information
David D. Poplar
Investor Relations Manager

Cleveland, Ohio 44101-4946
Telephone: 1-800-622-6757

investor.relations@amgreetings.com

TRADEMARKS AND COPYRIGHTS

Rocket Power:
© 2003 Viacom international Inc. All Rights Reserved.
Nickelodeon, Nickelodeon Rocket Power and all related titles,
logos and characters are trademarks of Viacom International Inc.

Jimmy Neutron:
© 2003 Viacom iInternational Inc. All Rights Reserved. Nickelodeon, The
Adventures of Jimmy Neutron, Boy Genius and all related titles, logos and
characters are trademarks of Viacom International Inc.

SpongeBob SguarePants:
©-2003 Viacom International Inc. All-Rights Reserved.
Nickelodeon, SpongeBob SquarePants and all related titles, logos
and characters are trademarks of Viacom International Inc.
Created by Stephen Hillenburg.

Dora the Explorer:
© 2003 Viacom international Inc. All Rights Reserved.
Nickelodeon, Nick Jr., Dora the Explorer and all
related titles, logos and characters are trademarks
of Viacom International Inc.

Rugrats:
© 2003 Viacom International Inc. All Rights Reserved.
Nickelodeon, Rugrats and all related titles, logos and characters
are trademarks of Viacom International Inc.

Rugrats created by Arlene Klasky, Gabor Csupo and Paul Germain.

Blue's Clues:
© 2003 Viacom International Inc. All Rights Reserved.
Nickelodeon, Nick Jr., Blue's Clues and all related titles, logos
and characters are trademarks of Viacom International, Inc.

Created by Arlene Klasky and Gabor Csupo.

Wild Thornberries:
© 2003 Viacom International Inc. All Rights Reserved.

Nickelodeon,The Wild Thornberrys and all related titles, logos
and characters are trademarks of Viacom International inc.

Created by Klasky Csupo, Inc.
Little Bill:
© 2003 Viacom International, Inc. All Rights Reserved.

Little Bill is a trademark of Smiley, Inc.

Care Bears:
® 2003 Those Characters From Cleveland, inc.

Strawberry Shortcake:
© 2003 Those Characters From Cleveland, inc.

Jeff Foxworthy:
™J. Foxworthy, © 2003 J. Foxworthy and D. Boyd

Twisted Whiskers:
Twisted Whiskers™

© 2003 AGC, Inc.
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